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Do Management Attitudes Determine 


Union-Management Relationships? 


Ross STAGNER 


Institute of Labor and Industrial Relations, University of Illinois 


A COMMON SAYING in the labor rela- 
tions field is that “top management 
gets the kind of labor relations it de- 
serves.” This point of view implies that 
the policies (and, by inference, the 
attitudes) of top executives have a 
decisive role in determining the course 
of relations with the union. 

_ Such a position is compatible with 
the frequent assertion of spokesmen for 
management that “leadership is the 
function of management.” It would be 
in accord with the common feeling that 
management deserves a great deal of 
the credit for progress in other aspects 
of the industrial enterprise. For ex- 
ample, A. Augustus Low, who recently 
retired as vice-president in charge of 
labor relations for Consolidated Edison 
of New York, had the following to say: 
As a rule, I believe that companies can 
get along with labor if they want to get 
along. Of course, this is not always true. 
Sometimes, especially when it is young, a 
union is likely to be belligerent, but usu- 
ally the choice is up to management on 
whether there will be war or peace.’ 

Mr. Low attributed the fact that 
Consolidated Edison has a long history 
of harmonious relations with the Util- 
ity Workers Union, CIO, to executive 
attitudes: ““The heads of this company 
have consistently made it plain that 
they wanted management all down the 
line to get along with labor.” 


New York Times, August 1, 1954, p. 72. 


However, many executives seem re- 
luctant to agree that management plays 
the decisive role in the determination 
of union relations. Perhaps this is due 
to the fact that in this area manage- 
ment has experienced less conspicuous 
success than in the fields of technology 
and sales. Some executives have stated 
of certain unions that no one could 
establish harmonious with 
them except at the price of uncondi- 


relations 


tional surrender. 

This is an area in which we could 
do with more facts and fewer opinions. 
Can we find any objective observations 
dealing with the importance of man- 
agement attitudes as determinants of 
union-management relations? There 
are a number of research studies which 
have reached the conclusion that man- 
agerial attitudes play an important role, 
notably the work of Whyte? with the 
Inland Steel Container Company, and 
several of the studies published by the 
National Planning Association in the 
series “Causes of Industrial Peace.” 
For example, the summary report in 
the NPA series offers the following 
statement: 

It is a significant fact . .. that the atti- 
tudes held by management at the time the 


collective bargaining relationship was estab- 
lished were important in determining 


2Ww. F. Whyte, Jr., Pattern for Industrial 
Peace (New York: Harper & Brothers, 


1951). 
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whether the relationship “got off on the 
right foot.” Many subsequent events which 
aided the healthy development of the rela- 
tionship were materially influenced by this 
original constructive management attitude.” 

This is an important problem. Inter- 
est in it is not restricted to researchers 
in union-management relations. If 
sound investigations confirm the judg- 
ment that top management attitudes 
play a decisive role, it is likely that 
some large corporations (and many 
smaller organizations) will want to take 
a careful look at the people on their 
management teams who are responsible 
for union relations. 

Most of the investigations relevant to 
this problem, including the stimulating 
NPA series, have been made as inde- 
pendent case studies of a single com- 
pany-union interaction. It is thus diffi- 
cult, if not impossible, to assay the 
relative importance of different vari- 
ables. The investigator may sense the 
significance of top management atti- 
tudes without being able to rule out the 
effects of numerous simultaneous 
variables. For such operations, concur- 
rent studies of several company-union 
relationships, using the same research 
staff, tools, and concepts, are essential. 

The Illini City studies,* conducted 
by the Institute of Labor and Industrial 
Relations, University of Illinois, pro- 
vide data meeting these requirements. 
It will therefore be worth while to draw 
out, from the published materials and 


* National Planning Association, Funda- 
mentals of Labor Peace (Washington: The 
Association, 1953), p. 83. 

“Institute of Labor and Industrial Rela- 
tions, Labor-Management Relations in Illini 
City, Vol. I, The Case Studies; Vol. II, Ex- 
plorations in Comparative Analysis (Cham- 
paign, Ill.: The Institute, 1953 and 1954), 
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from unpublished information collected 
during the research, the observations 
relevant to this question. 

One of the outstanding conclusions 
of the Illini City studies is that the 
attitude of top management officials 
toward the union has an important 
influence on certain aspects of the rela- 
tionship. This statement is considerably 
more cautious than the broad generali- 
zation that “management gets the labor 
relations it deserves.” In the first place, 
it was found that the attitudes of top 
management officials were not the solé 
determinants of the relationship. Fur- 
thermore, it was found that these atti- 
tudes had significant relations to some 
measurable aspects of the relationship 
and not to others. It is thus possible to 
present a more clearly specified analysis 
of the problem than has been common 
in a good deal of the writing in this 
field. 

The Illini City studies included eight 
different establishments, ranging in size 
from about 30 to about 2,000 hourly 
employees, in five industries. In each 
firm a wide range of information was 
gathered. Three aspects were studied 
with special care: 

(1) Attitudinal climate was defined 
in terms of the proportion of favorable 
to unfavorable remarks made by work- 
ers about the company, specifically as 
regards union-management relations. 
Identical questions were put to the em- 
ployees of eight different firms. The 
ranking of the eight companies is showr 
in the accompanying table, which gives 
the mean percent of favorable remark: 
for production workers in each estab: 
lishment. 


acl 
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(2) Union influence was quantified 
in terms of the areas in which the 
union influenced management deci- 
sions, and the “depth of penetration” 
in selected areas, such as seniority and 
union security. 


(3) Worker economic status was 
quantified as average annual earnings 
in the bargaining unit. It was felt that 
quantitative measures of these three 
aspects gave a much firmer basis for 
comparisons than a subjective appraisal 
of the over-all “health of the relation- 
ship.” 

Let us turn now to a definition of 
management attitude, another concept 
vaguely employed in much of the liter- 
ature. We have defined management 
attitude to the union in terms of the 
percentage of favorable reports given 
regarding the union, in response to a 
standard list of questions. For example, 
executives were asked, Has the union 
been reasonable in its demands? What 
kind of union officers do you have? 
Does the union fight grievances on a 
political basis? As in the case of the 
rank-and-file employees, the figures 
given in the accompanying table are 
the mean percent of favorable re- 
sponses by top executives in each 
company. 

It is apparent from inspection that 
there is a positive correlation between 
the two columns of the table. In fact, 
this correlation is .74, a statistically 
significant relationship. It tends to sup- 
port the interpretation that manage- 
ment attitude toward the union is an 
important determinant of attitudinal 
climate at the worker level. 

The following comment from a top 


Attitudes of Workers Toward Company as 
a Function of Attitudes of Top 
Management Toward Union 


Workers’ | Managers’ 
Fim attitudes | attitudes 
(percent | (percent 


favorable) | favorable) 


Construction A...... 


84.5 Tle 
Construction B...... 77.8 572 
Grain processing..... Wiley Dee) 
“brucking (AGEs... 66.2 45.8 
Garment#Ats case 60.7 61.2 
Metal products...... 57.8 45.2 
Garment om. en. 48.3 49.0 
Mruckine Bee ancees? 46.7 TSE 

Sources: From Tables 2 and 5, Labor- 
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executive at one of the firms which 
rated very low in terms of worker 
attitude illustrates this point: “As far 
as the principle of unions is concerned, 
I’m against the union. Id rather not 
have one in here. I don’t think it helps 
us any in our relations with the work- 
ers. . . But mind you, once the union 
is in, I believe in working with it.” It 
is not difficult to visualize that the man- 
ner of “working with” the union may 
be such as to reflect the basic rejection 
which is clearly stated by this man. 
Another comment, somewhat more 
extreme in tone, came from a top offi- 
cial in another firm which rated very 
low in terms of worker attitude: “You 
know as well as I do the poor sucker 
[union member] has got to do what the 
union tells him to do. I’ll tell you what 
I think. I think what they ought to do 
is tie the business agent up right out 
[sic] and shoot him.”? It is reasonable 


° We did not, of course, take literally the 
executive’s violence. However, there was no 
questioning the direction or intensity of his 
attitude. 
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to surmise that the business agent in- 
volved in this relationship reacted to 
the hostility of the manager, even 
though the latter concealed his atti- 
tudes in direct conversations. Nor 
would we doubt that union-manage- 
ment conflict was aggravated as a 
result. 

The following quotations from an 
interview with the manager of the 
company which rated lowest in the 
Illini City investigation will illustrate 
this point further. 


Any attempt by the supervisors to disci- 
pline the men results in some of them 
running to the union hall. That is the 
trouble with unions. It protects people who 
don’t deserve the security. They aren’t 
good employees, but they aren’t bad 
enough to fire until you build up a case 
against them. 

The Illini City local is the worst in the 
country. Pat is a typical hot-headed Irish- 
man, unreasonable, unpredictable, and dic- 
tatorial. As a result, I can’t talk over situ- 
ations with him as I should. Pat calls up 
when one of the men runs to him, and, 
rather than inquiring about the case, he 
states that “You’re doing this—you'll have 
to stop it.” Pat is just as dictatorial with 
his own men. 

I just can’t understand what the union 
tells the men to win their allegiance the 
way it does. I was a union member for 
years, but never did go to a meeting. But 
I sure would like to know how they do it. 
The men just won’t take any responsibility 
to do a good job for the company’s sake 


which would also benefit them. (Italics 
added. ) 


It is interesting to observe that this 
executive assumed that “what the 
union tells the men” was what won 
their allegiance. It was quite clear 
from our interviews with the workers 
that it was what the company did 


which was important in their eyes. Anc 
the attitudes reflected in the foregoing 
remarks undoubtedly determined these 
company actions. 

Is it possible that the unions involve 
really are different, and that thes 
executives are simply behaving realisti- 
cally, in that some have cooperativ 
unions to deal with and others have 
hostile, malicious officers facing them? 
This is a possibility which cannot be 
ruled out in union-management re- 
search. Fortunately, the [lini City data 
include a control over this variable. 
For the three paired companies in the 
table (construction, trucking, and gar- 
ments), the union local is the same for 
both companies. The major union offi- 
cers are also identical. Thus 
reasonably accurate (allowing for some 
differences in shop membership) to say 
that we are getting the same union 
described by two sets of executives. 

Now, the data show that the two 
sets of executives do not agree. In Con- 
struction A, the executives give 71 per- 
cent favorable remarks about~ the 
union, but in Construction B, we get 
only 57 percent favorable. For the two 
trucking firms, the percentages are 45 
and 18; for garments, 61 and 49. Thus. 
the union as seen by one management 
group is not the same union as seen by 
the other group dealing with these same 
officers! 


itwets 


The most important point, however 
is that in every pair of cases, the atti 
tudinal climate among the worker 
parallels the management descriptior 
of the union, that is, Construction A 
workers have more favorable remark 
about the company than do those work 
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ing for Construction B, and so on for 
trucking and garments. We are thus in 
a position to say that the differences 
reported are not functions of “bad” or 
“irresponsible” union officers. We may 
have a vicious circle, in which conflict 
leads to suspicion and this leads to 
more conflict. And it may be that some 
union officers are in general harder to 
deal with than others. But in the Illini 
City firms, the same union seems to 
behave better where management sees 
the union as having better character- 
istics. 

One component of management atti- 
tude which seemed particularly im- 
portant was the manner in which 
collective bargaining was perceived. 
To some executives, collective bargain- 
ing is a normal aspect of business and 
every effort is expended to have it go 
smoothly and pleasantly. Others per- 
ceive it as a necessary evil and try to 
bracket it with legalistic restraints. For 
example, one official of a company 
with moderately poor worker attitude 
says of their first contract: “We were 
determined that if we were going to 
bargain collectively we’d write a real 
union contract. Accordingly we bar- 
gained for seventeen months before we 
finally signed our first contract. We 
wanted to make that contract a real 
contract. We wanted to be sure that it 
was definite and clear on all points 
that were covered.” (Italics added.) In 
view of the resistance indicated by 
bargaining for seventeen months, it is 
hardly surprising that the reported 
union-management relationships in this 
company had been very poor for a long 
time, and had improved only moder- 


ately at the time the Illini City investi- 
gation was made. 

The foregoing observations support 
the conclusion that in one respect, top 
management attitudes are clearly im- 
portant. They have a major impact on 
attitudes at the rank-and-file level. 
Where management is friendly to the 
union, reports from workers indicate 
harmony. Where management is hos- 
tile, the workers report a great deal of 
conflict. 

Management attitude toward the 
union is, of course, only one of several 
factors which we found to be a deter- 
minant of worker attitudes. Wage rates, 
for example, constitute another obvious 
factor. Regardless of management atti- 
tude, higher wage rates tend to make 
for a more favorable climate of opinion 
at the rank-and-file level. Attitudinal 
climate was also more favorable in 
those establishments where the union 
had attained a more extensive influence 
on decisions. No one will be surprised 
that workers like companies which pay 
high wages, but the effect of union 
influence on decision-making is less 
obvious. Apparently, when the union 
achieves greater influence, policy deci- 
sions are more acceptable to the aver- 
age employee. 

Management attitude toward the 
union, on the other hand, was not con- 
sistently related to wage level in the 
different establishments, the wage rate 
being chiefly correlated with industry 
characteristics. Management attitude 
and wages were two independent fact- 
ors which had effects upon the attitudes 
of the workers. Union influence was 
not independent of management atti- 
tude; the exact correlation, .50, is too 
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low for statistical reliability, but we 
considered it logically important. If 
management is quite hostile to the 
union, union influence tends to remain 
low. This finding suggests that in some 
cases unions come to have a substantial 
voice in industrial relations because of 
a permissive attitude on the part of 
management. There was nothing in our 
data to indicate that any of the execu- 
tives following this policy felt that it 
had been a mistake; some felt that it 
had been positively beneficial. 

Interestingly enough, speed of griev- 
ance settlement was not significantly 
related to management’s attitude to- 
ward the union. However, the estab- 
lishments with faster grievance settle- 
ment did have more favorable attitudes 
among the rank-and-file. 

The foregoing examples will serve to 
illustrate our general thesis that man- 
agement attitude, favorable or unfavor- 
able to the union, will be a significant 
determinant of the industrial relations 
pattern, but that a number of other 
determinants must also be taken into 
account. We are not attempting to dis- 
cuss these other factors, but only to 
note that they cannot be ignored. 

In our thinking about the interpreta- 
tion of these observations, we Have con- 
sidered management attitudes primarily 
as ways of perceiving the union. Posi- 
tive attitudes were registered when an 
executive said the union seemed to 
him to make reasonable demands, the 
union officers were dependable, honest 
men, and union tactics had not been 
capricious or violent. Negative attitudes 
reflected perceptions of the union offi- 
cers as malicious and _ irresponsible, 
union tactics as arbitrary and un- 
reasonable. 


upon his motives. To a hungry person, 
a dry slice of bread looks very attrac- 
tive, but when he is satiated, the bread! 
is seen quite differently. The wide 
range of differences in perception of 
the same person can be illustrated with 
reference to any well-known figure.. 
Take, for example, Franklin D. Roose- 
velt. In a physical sense, he was the} 
same for all observers; but he was} 
perceived as having quite different 
characteristics. Some saw him as a 
great leader and humanitarian figure;} 
others saw him as dangerous, unfair, | 
and dictatorial. The chief determinant 
of such perceptions was whether Roose- 
velt’s policies led to gratification or to) 
frustration for the perceiver. 

To most executives, the union is} 
simply a frustration, a block in the way 
of satisfying goals such as competitive! 
success, profit, prestige, and power., 
However, some men, by virtue of their’ 
past experiences, react aggressively to) 
such a frustration. They develop in-! 
tensely unfavorable attitudes toward| 
the union. In dealing with the union, 
they behave in a suspicious, hostile,, 
threatening manner. It is hardly sur-- 
prising that the union officials are: 
likely to respond in kind. 

If, on the other hand, managers see} 
the union as simply another problem 
to be dealt with as efficiently as pos-; 
sible, they can behave in a manner) 
which is calm, friendly, permissive, and| 
understanding. They see the union offi-} 
cers as men like themselves, trying to) 
do a job, not motivated by malice or | 
revolutionary intent. Such treatment: 
invites cooperation, favorable relations, 
and peaceful settlement of differences} 


» 


Management spokesmen often assert 

the need for union officers who under- 
stand management’s problems. Perhaps 
a reasonable way to approach this goal 
would be to get company officials who 
understand the union’s problems. In 
one of our Illini City companies (where 
the relationship was very good all 
around), we were told by an official 
that he and his committee could trade 
places with the union committee and 
both sides would still drive a good bar- 
gain. He understood the union prob- 
lems; the union officers understood his. 
This good personal relationship had 
been cultivated as a matter of delib- 
erate policy, and he felt that it had 
paid off. 

The hostile, suspicious attitudes of 
managers toward the union, and the 
hostile, suspicious attitudes of union 
officers toward the company, represent 
the crystallization of experiences which 
may spread over many years. They are 
not to be wiped out overnight. No man 
can change his attitudes by an act of 
will. Further, a sudden change by one 
side will for a time be suspected by the 
other side. Hence, any effort to use the 
ideas presented here as a practical way 
of improving relationships must be 
scheduled for a long pull. Quick re- 
sults are not to be expected. 
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If executives are able to take a long- 
term view, they can plan methods 
which will gain the friendship and 
confidence of union officers and mem- 
bers, just as they might plan to sell a 
difficult client. A poor labor relations 
picture is a challenge to management’s 
leadership. Union officers dare not take 
the initiative in trying to establish co- 
operative relations; they risk being 
thrown out at the next election. Man- 
agement, if top executives set a policy, 
runs no such risk. The industrial rela- 
tions manager is not gambling with his 
job if, in conformity with company 
policy, he sets out to build good rela- 
tions with the union. Evidence from a 
wide variety of sources indicates that 
it can be done. 

If it is not wholly true that manage- 
ment gets the kind of union it deserves, 
it is at least true that management atti- 
tudes play an important role. Manage- 
ment has more freedom to act, to 
initiate changes, than does the union. 
Furthermore, management has more to 
gain by improving relationships than 
do the union officers. It seems plausible 
to suggest, therefore, that the first move 
in attempting to improve attitudes will 
almost certainly have to come from 
management. 


The Economics of State Marketing Boards* 
WERNER Z. HirscH 


Assistant Professor of Economics, Washington University 


Status and Recent Experience 


THE MARKETING of exportable primary 
products through boards chartered by 
the state has taken on new and _inter- 
esting forms in the last decade. State 
marketing boards are at present in 
operation on the African and Asian 
continents as well as in the Western 
Hemisphere. Their economic, social, 
and political effects can be far reach- 
ing. 

State marketing boards are highly 
centralized marketing institutions char- 
tered and operated by the state. 
Through the board the government can 
exercise broad powers of control over 
the industry and reach into many 
facets of its operations. By its charter 
the board is empowered to prescribe 
prices paid to growers, purchase the 
exportable crop, and attend to its stor- 
age and sale. In underdeveloped coun- 
tries primary products are usually 
involved. Purchases are made on behalf 


* The author would like to express his ap- 
preciation to the Fiscal Division of the 
United Nations and the Food and Agricul- 
tural Organization of the United Nations, 
since interest in the problem was stimulated 
by working on their joint project on the 
Tax Burden of the Agrarian Population in 
Under-developed Countries. However, they 
are not necessarily in agreement with any 
statements made here, nor are they respon- 
sible for any errors of fact or interpretation. 
A preliminary version of this paper was 
presented to the International Conference on 
Agricultural Taxation and Economic De- 
velopment at Harvard University in Febru- 
ary, 1954. 
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of the board by specially authorized 
purchasing agents. The charter com- 
monly incorporates instructions which 
bear on grower prices and on the 
board’s activities. For instance, the 
boards of the Gold Coast and of: 


Nigeria were charged: 


(1) to ensure orderly marketing, im- 
prove quality, and _ stabilize 
prices, and 


(2) 


to provide funds for research: 
within the industry and to. 
finance schemes for the benefit 
of the people in the areas of 
production. 


Because they centralize controllin 
power, boards have usually been set up 
in times when rapid results were called 


for, 1.e., in times of military or eco- 


nomic emergencies. For example, the 
West African Cocoa Control Board was 
established in response to growers’ agi- 
tation against low and erratic prices: 
and the British desire to have West 


Africa contribute to the war effort.? | 

*See Ordinance Number 16 of 1947 and: 
Number 9 of 1949 of the Gold Coast. 

*The creation of this board early in) 
World War II was the culmination of pro-. 
longed economic strife. On the Gold Coast,, 
cocoa is produced by innumerable small 
native growers who had been subjected to 
low and erratic prices for a long time. When: 
in 1937 the majority of trading firms and 
manufacturers buying on the Gold Coast 
entered into an agreement completely elimi-. 
nating competition in the purchase of cocoa, 
the already low cocoa prices dropped sharply. | 
Although this drop was possibly precipi-/ 
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Other state marketing boards were 
established in the period following 
World War II in the hope that they 
would be well suited to meet radically 
changed economic conditions. Such 
steps were taken in Nigeria, the Gold 
Coast, Uganda, Argentina, and Burma.’ 
Some of these countries have more than 
one board and some boards handle 
more than one export product.* To 
facilitate their sales, for instance, the 
Nigerian boards incorporated the Ni- 
gerian Produce Marketing Company 
Ltd. in the United Kingdom, through 
which the products of all four Nigerian 
boards are marketed. 

The boards in Nigeria, the Gold 
Coast, and Uganda are an outgrowth 


tated less by the monopsonistic features of 
the agreement than by a general deteriora- 
tion of world market conditions, the growers, 
long dissatisfied, combined to cause a com- 
plete stoppage of cocoa sales. At that time 
the British government recommended the 
creation of a single association made up of 
representatives of growers and government 
to market the entire Gold Coast crop (Cmd. 
5845). This recommendation was accepted 
by the growers; however, it was imple- 
mented only in World War II after war 
conditions had furnished additional impetus. 
As the war progressed, such additional com- 
modities as cotton, coffee, and oils were 
added, and in 1942 the board was renamed 
the West African Produce Control Board. 

* There appear to exist similar institutions 
in Communist countries, but very little in- 
formation about them is available. 

*For instance, in addition to the Gold 
Coast Cocoa Marketing Board, there is the 
Gold Coast Agricultural Produce Marketing 
Board, which has been exporting palm kern- 
els, oil, copra, coffee, and shea nuts since 
1949. The Nigeria Cocoa Marketing Board 
was established in 1947; and in 1949 the 
Nigeria Oil Palm Produce Marketing Board, 
the Nigeria Ground Nut Marketing Board, 
and the Nigeria Cotton Marketing Board 
were set up. 


of the wartime West African Produce 
Control Board. This now defunct board 
was primarily price oriented and de- 
signed to raise and stabilize grower 
prices and to induce the production 
and export of farm products during 
World War II. The new boards in 
Nigeria, the Gold Coast, and Uganda 
are similarly price oriented. Their ma- 
jor official objective is to stabilize 
grower prices. Ancillary objectives are 
to improve quality and finance projects 
which will directly benefit growers. 

The state marketing board of Argen- 
tina, the Argentine Trade Promotion 
Institute (IAPI), is radically different 
in its objective. It is primarily, if not 
exclusively, oriented toward the raising 
of funds for the government exchequer. 
By receiving one price of exports and 
paying another price to growers, a con- 
cealed tax is levied. The State Agri- 
cultural Marketing Board and State 
Timber Marketing Board of Burma 
have similarly been tax oriented. 


Monopoly and Monopsony Power 


State marketing boards are a coun- 
try’s sole purchaser and seller of one 
or more export products. This arrange- 
ment, which is replete with monopoly 
and monopsony power, supersedes one 
in which atomistic growers are forced 
to sell to well-informed and financially 
strong buyers. The monopsony power 
of the board is complete in that it is 
empowered by law to prescribe pro- 
ducer prices. 

State marketing boards offer a means 
of strengthening the economic power of 
the industry in its dealings with foreign 
buyers. By pooling all exports the in- 
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dustry greatly gains in monopoly power 
and is able to drive a harder bargain. 
The result of this economic power can 
express itself in higher and somewhat 
more stable prices for the industry. 
This general process by which an 
atomistic industry gets organized is 
often referred to as orderly marketing 
and is obviously welcomed by the in- 
dustry. It seldom delights those who 
purchase from it. 

Whenever an exporting country 
transfers the responsibility from the 
hands of many private firms, domestic 
and foreign, into the hands of a single 
government monopoly, relations be- 
tween importing and exporting coun- 
tries are likely to be affected. Not only 
may it become more difficult for the 
importing country to negotiate for im- 
ports, but the interest of some of its 
citizens may be impaired. Obviously, 
international politico-economic . reper- 
cussions are possible. There may be 
some who would condemn marketing 
boards for this They may 
greatly fear increased state intervention 
in international trade. On the other 
hand, some may feel that through a 
proper attitude by all concerned, these 
international repercussions can be kept 
at a minimum, and that the’ benefits 
made possible by the boards far out- 
weigh any possible short-run ill effects. 
(Such benefits in the economic de- 
velopment of exporting countries will 
be discussed below.) It may even be 
argued that in the long run the equal- 
ized bargaining power of importer and 
exporter may have a stabilizing effect 
and prevent such political unrest as a 
strongly monopsonistic 
likely to foment. 


reason. 


situation is 


-agreements are entered into to assure} 


Stabilizing Prices and Income 


Intra-seasonal price fluctuations musti) 
be distinguished from inter-seasonal}} 
ones. The first can be eliminated byjf 
relying on a pooling system which paysq) 
producers an average seasonal price. |} 
Instead of waiting with payments untill} 
the entire crop is sold, a substantial]} 
portion of the final price can be paidj 
when the crop is delivered, with the} 
rest paid at the end of the season. 

Stabilizing inter-seasonal prices sq. 
usually a task of much greater magni-4) 
tude. Some money must be withheld in 
times of high prices and subsidies paid 
when prices are low. Stabilization 
schemes will vary depending mainly on 
whether a separate stabilization fund is¥ 
established by the board or creditiff 


ae 


growers of subsidies. The availability of 
funds for subsidies becomes of particu- 
lar importance if the stabilization pro-4 
gram is tied in with forward pricing. 

Up to this time price-oriented state} 
marketing boards have been announc- 
ing prices in advance, relying on re-. 
serve funds to implement their prom-}) 
ises. Under such conditions, the board] 
must forecast in advance world market} 
conditions, i.e., export prices; it must} 
decide on the magnitude of the reserve) 
fund and the speed with which it is to) 
be accumulated; and it must announce} 
grower prices in advance. The obvious} 
difficulties of forecasting export prices) 
are greatly reduced if international] 
agreements, e.g., bulk purchasing agree- | 
ments of one sort or another, are in} 
operation. Boards could also decide to} 
undertake storage programs or use or-+ 
ganized futures markets to hedge part} 
of their crop. So far, however, no board] 
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has had sufficient capital for and ex- 


perience in storage operations. Organ- 
ized futures markets are at present too 


thin to accommodate short sales of the 
magnitude most boards would have to 
make. 

Size and pace of accumulation of 
reserve funds depend to a large extent 
on the sales arrangements.® At present 
the various boards are very much in the 
dark as to the proper size and speed of 
accumulation of reserve funds.® Accu- 
mulation of funds largely depends on 
the phase of the price cycle. When 
prices are falling, reserve funds are 
hard to get started. The boards in West 
Africa, it must be remembered, were 
uniquely fortunate. Profits surrendered 
to them by the defunct wartime West 
African Produce Control Board put 
money into their reserve funds at their 
inception.” 

The inherent difficulties of deciding 


*The Agricultural Produce Marketing 
Board of the Gold Coast, for instance, has 
been helped in stabilizing coffee prices by a 
five-year contract with the United Kingdom 
Ministry of Food lasting through 1953. 

° The experience of the Gold Coast Cocoa 
Marketing Board illustrates how blindly 
boards must often make their decisions re- 
garding the size and rate of accumulation of 
reserve funds. The board started with a re- 
serve fund of £13.5 million in 1947 and de- 
cided to reach the £30-million mark at 
“some future date.” Net profits of £24 mil- 
lion in the first year of operation caused the 
goal to be surpassed. When the board arbi- 
trarily raised the goal to £50 million with- 
out stipulating a date, the net profits of £18 
million and £20 million in the third and 
fourth years of the board’s activity made 
this figure obsolete. 

™The Gold Coast Cocoa Marketing 
Board’s share was £13.5 million, the Ni- 
gerian Cocoa Marketing Board’s £8.3 mil- 
lion, the Uganda Coffee Marketing Board’s 
£2 million, and the Uganda Lint Marketing 
Board’s £7 million. 
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on the proper size and pace of accumu- 
lation of reserve funds are hard to 
exaggerate. They encourage a search 
for another approach to price and in- 
come stabilization. 

All too often boards have estimated 
export prices and decided on contri- 
butions to the reserve fund and other 
disbursements first, thus determining 
grower prices as a residual. Using this 
approach the boards of British West 
Africa have mainly defeated their own 
purpose. While they have eliminated 
intra-seasonal price fluctuations, they 
have failed dismally in regard to inter- 
seasonal prices.® 

Obviously, forecasts on export prices 
and decisions on various disbursements, 
including grower prices, must be made 
simultaneously in order that satisfactory 
results can be achieved. Recognizing 
the arbitrary nature of most of these 
decisions, Bauer and Paish in a recent 
article have attempted to reduce the 


* The usefulness of removing intra-seasonal 
price fluctuations should not be underesti- 
mated. Thus, for instance, the Main Crop 
sales of Gold Coast cocoa opened in October, 
1947, at £234 per ton f.o.b. and in June, 
1948, had dropped to £167. In the same 
year Light Crop sales opened at £148 per 
ton f.o.b. and during the season rose to 
LBD al: 

The board’s record in regard to inter- 
seasonal price fluctuations is most unsatisfac- 
tory. Thus, grower prices for the second 
season of the board’s operation were 61 per- 
cent above the first season’s price. In the 
third season it was 31 percent lower than in 
the second. The price of the fourth season 
was 55 percent above that of the third. In 
the twenty years prior to the establishment 
of the Gold Coast Cocoa Marketing Board, 
average annual prices had increased only 
three times by 61 percent or more (two of 
the three occasions were when the West Af- 
rican Produce Control Board was operating), 
and declined only once by 31 percent or 
more. 
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frequency with which these decisions 
must be made.® According to their pro- 
posal, which will be discussed later, 
the board would once and for ali de- 
cide what percentage of the estimated 
net proceeds are to be paid out and 
over how long a period prices are to 
be averaged. Once these points are de- 
cided, the board would annually esti- 
mate export prices and grower prices, 
and the size and pace of accumulation 
of the reserve fund would be auto- 
matically determined. Grower prices 
would, by and large, be self-adjusting 
for errors of price forecasts and would 
be smoothed around the price trend. 
Reserve funds to stabilize grower 
prices require large sums of money held 
idle. The order of magnitude of such 
idle funds can be very large. For ex- 
ample, the Gold Coast Cocoa Board 
from its inception in 1947 to 1951 re- 
ceived a total of £168.8 million from 
cocoa sales. Of this amount, £66.9 
million, that is, about 40 percent, was 
placed in a reserve fund. Adding the 
£13.5 million which the reserve fund 
received from the defunct West African 
Produce Control Board, it can be said 
that while the board received in total 
£168.8 million in its first four years of 
operation, it held idle in a reserve fund 
£80.2 million (£80.4 million were paid 
in and £0.2 million paid out), or about 
48 percent. Idle holdings were larger 
than the board’s gross receipts in any 
one year. In 1947 and 1949 additions 
to the fund almost equaled, and total 
idle funds many times exceeded, the 
government’s annual tax receipts. 


°P. T. Bauer and F, W. Paish, “The Re- 
duction of Fluctuations in the Incomes of 
Primary Producers,’ Economic Journal, 62, 
No. 248, 750-80. 


‘needed most, that is, when prices are} 


Even the approach advocated by. | 
Bauer and Paish would have resulted 
in large idle funds. According to their 
suggestion, grower prices would be cal- 
culated by paying one-half of the ex- 
pected net proceeds per ton plus one- 
third of the amount retained over the 
previous three years. Applying this: 
method, £34.1 million instead of £66.9 
million would have been held idle dur-- 
ing 1947-51. Even this figure is very: 
large and exceeds government tax re-. 
ceipts in any one year during 1947-51. | 

There may be other approaches} 


which might make it possible to relieve} 
boards from the penalizing effects of 
large idle funds and from decisions on} 
size and pace of their accumulation,, 
and yet enable price stabilizing schemes: 
to be started when they are likely to be? 


low and possibly even falling. One such) 
possibility could be an inte 
credit arrangement. 

The board could enter into a long-} 
term agreement with a private or gov-- 
ernmental lending agency in a foreign 
money center. The lending agency | 
would commit itself to make funds; 
available to the board, on short notice, , 
enabling it to make good its forward 
pricing commitments. In turn, the: 
board would undertake to repay the: 
loan with interest within a reasonable 
period of time. Repayments would be 
made out of subsequent surpluses re-- 
sulting from market prices which ex-: 
ceed forward prices including operating’ 
expenses. Private banks might be re- 
luctant to enter into such credit ar-: 
rangements fearing possible long-term 
price declines which would make it: 
most difficult, if not impossible, for 
boards to repay their loans. In order to 


7— 


ECONOMICS OF STATE MARKETING BOARDS ub) 


overcome this hurdle the government 
in the underdeveloped country could 
‘underwrite the loan granted by a 
foreign bank to its board. Furthermore, 
the foreign bank might be safeguarded 
by its government underwriting the 
loan, in case it does not wish to grant 
it directly. 

In view of the general agreement 
among the nations of the world as to 
the desirability of more stable prices 
and incomes in primary-goods-produc- 
ing underdeveloped countries, some of 
the leading nations might be willing 
to help accomplish this objective. For 
instance, it would be much less costly 
for the United States to underwrite 
loans to state marketing boards than to 
make grants-in-aid to help the econo- 
mies of primary-goods-producing coun- 
tries which are suffering from depressed 
‘market conditions. In the United States 
the Export-Import Bank could be em- 
powered to make such loans. 

There remains the question of what 
boards would do with surpluses when 
no loans are outstanding. Surpluses 
could be turned over to the government 
treasury which in turn could credit 
each grower with his share as an ad- 
vance payment on future tax obliga- 
tions. Advance tax payments would be 
made where prices are higher than ex- 
pected. Cash tax payments would be 
relatively small when prices were lower 
than expected. This tax device would 
usually prove counter-cyclical and con- 
tribute to a more stable disposable 
income of growers. 

The forward price could be arrived 
at by forecasting market conditions 
and, possibly, by making adjustments 
for loan considerations. An alternative 


could be an automatic forward pricing 
method, which, for instance, could be 
based on adjusting the estimate of next 
year’s price by a moving average extend- 
ing over a specific number of years. 
The length of that period would de- 
pend on the degree of price stability 
to be achieved. 


Various alternative international 
credit arrangements could be de- 
veloped. An international lending 


agency, for instance, in conjunction 
with the International Monetary Fund 
or International Bank for Reconstruc- 
tion and Development could perform 
the task. Capital could be obtained by 
assessing members an initial, relatively 
small sum of money. This could get the 
agency started. Small annual assess- 
ments and the sale of bonds to the 
general investing public could supple- 
ment the initial fund. The workability 
of such an arrangement could be fur- 
ther assured through a tie-up with an- 
other financial agency which would aid 
in case of emergency. Instead of having 
the board deal directly with a foreign 
or international lending agency, the 
government could, depending on cir- 
cumstances, assume this task. 

The funds used to subsidize growers 
need not come from abroad. If the 
country has sufficiently well-developed 
financial institutions, internal credit ar- 
rangements could be made. The board 
could enter into an agreement with the 
central bank, or a private one, by 
which loans would be forthcoming on 
short notice. Close cooperation between 
the bank and the government would 
be needed to make the stabilization 
activities of the board congruous with 
the monetary policy of the country. 
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The stabilization schemes discussed 
so far work primarily in terms of 
prices. Other methods aim directly at 
income stabilization or even income 
equalization. For instance, instead of 
withholding from every grower a spe- 
cific amount and subsidizing him by 
the same method, withholdings could 
vary with a grower’s sales volume. 
Similarly, the subsidy could be designed 
to attain specific income objectives. 

It may be mentioned briefly that 
price and income stabilization need not 
be in conjunction with a forward pric- 
ing program. As a matter of fact, the 
prime objective of forward pricing, 
namely reducing growers’ uncertainty, 
is in part achieved by price stabilization 
schemes. Yet forward pricing, particu- 
larly if extending over a number of 
years, can further reduce growers’ un- 
certainty and improve their resource 
allocation. 


Production Guides 


In its 1948 report to the United Na- 
tions Trusteeship Council, the British 
Colonial Office proudly declared: 
“This report which covers the first 
year’s workings of the Board describes 
how during the year the reserve fund 
of £20,000,000 was made up. This 
should enable the Board to prevent re- 
establishment of the link between the 
producers’ price and world market 
pices: 2° 

Divorcing grower prices from world 
market prices is, however, a two-edged 
sword. 


* Report on the Administration of Togo- 
land under United Kingdom Trusteeship for 
the year 1948, British Colonial Office, Lon- 
don, 1948. 


Price is a guide not only to the inten- |} 
sity of the application of input factors )}) 
in the production of primary goods, but }}} 
also to changes in acreage, varieties, }} 
ripening periods, and so on. In turn,, 
prices affect the pattern of resource al-) 
location of the entire economy. Unless i} 
growers’ actions are completely regi-j 
mented, their decisions will be guided} 
by the price they expect to obtain. Aj} 
system which dissociates growers’ prices: 
from market conditions is most likely tof 
result in growers’ production decisions} 
which are out of step with the market. | 

There may be two lines of reasoning} 
which lead a state marketing board to) 
dissociate grower prices from market! 
conditions. One is related to the gen- ff 
eral issue of stabilizing producers’ in-: 
comes. The other is based on the ideai}j 
that the board knows better what isi} 
good for the industry and the country’ 
as a whole than the individual grower, |} 
and attempts to attain these objectives iff 
via the price mechanism. 

Boards which might be tempted to 
divorce grower prices from world mar- |} 
ket prices and set them at arbitrary |} 
levels can learn a lesson from the ex-: 
perience of the Argentine Trade Pro- | 
motion Institute, whose effect on out-| 
put will be shown later. State marketing} 
boards are well advised to pay grower’ 
prices consistent with the over-all ob-| 
jectives of the industry. The only excep-- 
tion could be in countries in which: 
agriculture is completely regimented. | 

Announcing prices for a few seasons} 
in advance and underwriting these}| 
prices will enable growers to make’| 
more intelligent decisions about allo-|} 
cating their resources. If the board de-|| 
cides that production should be ex-|| 
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panded, it can offer sufficiently high 
prices. If it appears that production 
‘should be contracted, lower prices can 
be offered. Obviously, there can be in- 
consistencies between such an objective 
and price and income stabilization. 

Boards might rely on price for more 
limited purposes. Many underdeveloped 
countries have been producing low- 
quality crops. Since crops for export 
incur substantial transportation costs, 
the higher qualities are usually more 
profitable. Marketing boards can use, 
and indeed have used, their pricing 
authority as an inducement for improv- 
ing quality by paying according to 
grade. The Nigeria Cocoa Marketing 
Board in its first days of operation 
scaled grower prices to make produc- 
tion of high-quality cocoa most attrac- 
tive. Its success was phenomenal.** 


Raising Revenue for the Gov- 
ernment Exchequer 


The right of state marketing boards 


to prescribe grower prices makes it pos- 


sible for them to withhold portions of 
the sales price and channel them into 
the government treasury. The tax can 
be overt or it may be partly concealed. 


The operations of the boards in Argen- 


tina and Burma are examples of a con- 
cealed levy on export products. Board 
and government exchequers can co- 
operate in setting grower prices so as to 
produce the desired amount of revenue. 


“In the season preceding the establish- 
ment of the board, only 23 percent of all 
Nigerian cocoa was Grade I; the rest was 
Grade II to Grade IV. The price scale of 
the board increased the portion of Grade I 
cocoa from 23 percent to 76 percent within 
less than two years, resulting in 97 percent 
of all cocoa being Grade I or Grade II. 


ECONOMICS OF STATE MARKETING BOARDS ty 


Growers will seldom know how heavily 
or lightly their products are taxed. The 
activities of the Argentine Trade Pro- 
motion Institute (IAPI) well illustrates 
this point. 

IAPI was established in 1946. It was 
charged with exporting Argentine prod- 
ucts in such a way that substantial 
revenue would be taken from producers 
of export crops so that it could be ap- 
plied to the industrialization of the 
country. To fulfill this objective IAPI 
and its activities were closely linked 
with a system of multiple exchange 
rates, which enabled the Argentine gov- 
ernment to tax the same export opera- 
tion twice indirectly. On the one hand, 
growers were paid substantially lower 
prices than those obtained by IAPI; on 
the other, exchange rates were lower 
for the exportation of farm products 
than for the importation of products 
needed by producers. 

The following is an illustration of the 
tax burden placed on producers of 
exportable primary products. On 
August 29, 1950, a basic export ex- 
change rate of 5 pesos per United 
States dollar was established applying to 
practically all staple exports. The basic 
import rate was 7.50 pesos per United 
States dollar. At the same time, IAPI 
fixed wheat export prices at 40.20 
pesos per quintal (101.3 pounds), al- 
though it had set the grower price for 
the 1950-51 crop first at 28 pesos and 
later at 30.50 pesos per quintal. In 1947 
IAPI set producers’ prices which were 
so low compared with export prices as 
to result in a net profit of 1,238 million 
pesos, which was channeled into the 
government exchequer. This tax con- 
stituted about 40 percent of Argentina’s 
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budget in that year. In the following 
year, IAPI’s pricing taxed producers 
561 million pesos. For 1949 the books 
of IAPI showed a loss of 143 million 
pesos, which, however, was a paper loss. 
The tax amounted to 229 million 
pesos.” 

Soon after the first year, producers 
began to revolt against the program 
and its heavy tax burden. Boycotts took 
the form of reduced output of export- 
able products. Because of strong dis- 
satisfaction and resistance, exports fell 
off so heavily that the government de- 
cided to change its policy. On March 
5, 1950, President Peron publicly ap- 
pealed to farmers to increase crop pro- 
duction by 25 to 50 percent over the 
last season. His plea was accompanied 
by an announcement of the 1950-51 
crop prices which showed increases of 
19 to 31 percent over those of the pre- 
vious year. 

The policy of having farmers finance 
much of the industrialization effort 
backfired in Argentina. Export receipts 
dropped so sharply that the entire in- 
dustrialization program was _ seriously 
endangered. In response to growing dis- 
satisfaction a new three-year agricul- 
tural plan was formulated which not 
only reduced the tax burden’ of pro- 
ducers by increasing grower prices, but 
also extended more liberal credit facili- 
ties. 

The exchequer of Burma also relies 
heavily on state marketing boards. 
There are the State Timber Marketing 


“The 229 million pesos paper loss was 
the result of payments by IAPI amounting 
to 128 million pesos for consumer subsidies 
and 244 million pesos accounted for under 
the heading “purchase of provisions.” 


‘the burden of the export tax to the: 
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Board and the State Agricultural Mar-. 
keting Board, which together contrib-. 
uted about 42 percent of Burma’s total! 
tax receipts during 1947-51.** 

In contrast to these partially hidden: 
taxes, the boards in British West Africa: 
have been using a much more overt tax: 
system.** 

State marketing boards can make: 
two possible contributions to the com-: 
plicated tax problems of underdevel-: 
oped countries. Having boards withhold | 
part of their receipts as taxes payable: 
to the exchequer is not much different: 
from other export taxes, that is, con-- 
ventional export duties and multiple: 


exchange rates. Since boards concen-: 
trate in their hands the sale of the en-: 
tire exportable crop, they have the best: 
possible chance of passing on much of 


importing country. | 

There is another aspect. Income and! 
wealth taxes, although favored by most: 
experts, are usually considered to pose: 
insurmountable administrative obsta-- 
cles. Property taxes can be used for: 
highly selective purposes only. There-: 
fore, the actual choice of underdevel-- 
oped countries has primarily been, so) 
far, between consumption taxes, that is,, 
excise taxes and import duties, and! 


: ; 
production taxes both on domestically) 


*“ Government profits from state market 
ing boards in Burma in the four years 1947-: 
48 to 1950-51 amounted to 42, 51, 37, and} 
38 percent, respectively, of total tax receipts. | 
(Budgets of the Government of Burma, 1948,, 
1949, 1950, and 1951.) 

“The two products in Uganda which 
boards handled, that is, cotton and coffee, 
contributed in three years (1947-49) 25, 30,| 
and 46 percent, respectively, of total tax re-} 
ceipts. Export duties in Nigeria and the} 
Gold Coast were somewhat less important. | 
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consumed and on exported products. 


Increased reliance on income taxes is 


commonly considered desirable. Boards 
can offer an administrative framework 
in which income taxes can be collected 
at little cost and with little risk of eva- 
sion. Since boards buy the entire ex- 
portable crop, they can determine 
without difficulty the gross income of 
each grower so far as that crop is con- 
cerned. To arrive at net income, pro- 
duction costs must be estimated. Such 
estimates can be obtained by grouping 
farmers according to location and size 


of holdings, soil fertility, irrigation, and 
‘similar pertinent criteria. On the basis 
“of the known gross income and esti- 
‘mated cost, an income tax could be 


assessed.*° 

State marketing boards could aid in 
collecting income taxes at the source, 
by withholding money in lieu of (net) 
income tax obligations which are cal- 
culated at the year’s end. For the 
grower, withholding in lieu of (net) 
income tax obligations differs little 
from the present system of levying an 
overt or concealed tax. Tax evasion 
would be difficult and the costs of ad- 
ministering and enforcing this program 
would be relatively small. Such an 
arrangement would work best in single- 
crop agrarian countries where much of 
the commercial crop moves into export 


© The feasibility of such estimates is borne 
out by the success India has in assessing a 
land tax on the basis of cadastral surveys. 
The tax liability of a given holding is de- 
termined after estimates have been made of 
the gross output of the land, of market 
prices, and of production costs. Whereas the 
Indian tax requires three estimates, the 
system proposed above requires but one esti- 
mate, to the extent that all sales go through 
the board. 
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channels. In all cases marketing 
through cooperatives would greatly 
facilitate withholdings at the source. 


Stabilizing Economic Activity 


By prescribing prices and by raising 
funds and disposing of them, boards 
directly affect the general price level. 
Where exports of primary products are 
a major source of national income, the 
effects cannot be neglected. 

The bargaining power of boards is 
likely to translate itself into more stable 
export prices, which in turn can mean 
more stable grower prices. 

There is another point to be con- 
sidered. Price stabilizing schemes re- 
duce the purchasing power of the farm 
sector when export prices are high. 
When prices are low, subsidies enhance 
purchasing power. Whether the tax 
collected by boards for the government 
exchequer is counter-cyclical depends 
on its nature and disposition. Specific 
duties as are collected, for instance, by 
the Nigerian Cocoa Marketing Board, 
lacks counter-cyclical features.’® Quite 
different is the situation in Uganda 
where the Lint Marketing Board col- 
lects an ad valorem export duty which 
increases in progressiveness depending 
on prices. A progressive income tax 
would, of course, be counter-cyclical. 
On the expenditure side, the effects 
are somewhat different. Specific duties 
offer the most stable receipts. In con- 
sequence, government spending and 
thus the general level of economic 
activity can be more stable. 

Contributions of boards to various 


*® As of April 1, 1949, the export duty on 
Nigerian cocoa is £6 per ton. 
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industry projects, as indicated earlier, 
could, and possibly should, be counter- 
cyclical. Yet boards will commonly be 
reluctant to show red ink figures, even 
if this is expected of them, and there- 
fore, will be strongly tempted to curtail 
their financial contributions for such 
purposes when prices are low. 


Launching Economic Development 


Economic development may be 
looked upon from at least two differ- 
ent angles so far as its chronological 
sequence is concerned. There is first a 
stage in which the initial spark must 
be struck to launch the development 
process. A second stage is entered when 
the cumulative development process 
takes hold. Although the two stages 
may call for different environments, 
obviously it is desirable that the initial 
catalytic factors be consistent with an 
atmosphere needed to generate and 
sustain further development. 

The discussion so far may be said to 
have dealt with economic objectives of 
boards in this second phase. It was 
shown that state marketing boards can 
help to sustain and foster the cumula- 
tive development process. Enhancing 
the economic security and staridard of 
living of growers and improving the 
tax system and the allocation of re- 
sources constitute progress. 

There still remains the issue of pro- 
viding the initial push to start develop- 
ment on its road. Often world-shaking 
events act as catalysts to unleash the 
forces of progress. Yet at times, what 
might appear to be minor changes in 
the legal or administrative apparatus 
of the private or government sector can 


dustry, which furnished the basis for 


strike the spark. Establishing successful | 
state marketing boards might be one 
such case. | 

To start the development process” 
some surplus funds are needed so that } 
they can be channeled into development | 


projects. Such funds can result from } 
changes in institutions, even relatively | 
small changes. It may be asserted, for 
instance, that institutional changes in | 
the Russian farm sector in the early | 
1920’s provided the initial spark which | 
started the economic development of | 
the U.S.S.R. The chain reaction was | 
far reaching. Collectivization of agri- | 


culture made possible its mechanization | 
which in turn increased Russian food | 
production. By 1926 the food surplus” 
enabled Russia to increase its urban | 


population, that is, manpower for in-. 


the industrialization of the country. In. 
Japan it was increased application of | 
fertilizers and advances in farm tech-— 
nology that furnished the impetus and 
raised agricultural output by nearly 80 
percent between 1881 and 1920. A. 
heavy land tax siphoned off much of | 
the increase in national product and the | 
surplus thus became available for the 
financing of the industrialization of | 
Japan.?” | 

State marketing boards can raise the 
industry’s income and the realized sur- | 
plus can be applied to finance develop- 
ment projects. In British West Africa,’ 
for instance, just such a sequence of 
events appears to be in the making. 
Particularly is this so on the Gold 


“B, F. Johnston, “Agricultural Produc- 
tivity and Economic Development in Japan,” 
Journal of Political Economy, 59, No. 6 
(December, 1951), 498-513. 
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Coast where the profitable cocoa in- 


dustry is indirectly helping in the 
development of gold, diamond, manga- 


nese, and timber industries. It is also 
contributing to the financing of the big 
power and smelting project on the 
‘Volta River which in a few years is 
likely to make the Gold Coast an im- 
portant aluminum producer. 

Lack of communication is perhaps 
an even stronger impediment to prog- 
ress in underdeveloped countries than 
is the lack of funds. The agrarian pop- 
ulation which lives scattered all over 
the countryside has many problems in 
common. Many cannot be solved by the 
individual farmer, although they can 
be conquered by concerted action. The 
creation of a framework within which 
communication is facilitated and col- 
lective action made possible is one of 
the first steps which can generate de- 
velopment. 

A state marketing board can make 
contributions in this respect. Through 


its purchasing agents the board comes 


into contact with all growers. These 
agents, if properly trained, can become 
year-round extension specialists advis- 
ing growers on production and mar- 
keting problems; they can also consti- 
tute a well-knit network through which 
the board and the government can 
sponsor undertakings in the fields of 
education, health, and social and eco- 
nomic activity. The board is in the 
unique position of not only being able 
to provide know-how, but also financial 
aid. Agents need not be confined to 
supplying information. The board can 
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gain information which will help it 
maintain contact with the populace 
and gauge policy decisions in relation 
to grower sentiment. Establishing 
grower prices and administering funds 
might also become an easier task. 
Agents could be trained to forecast the 
size and quality of crops as well as 
prospective grower demand for sup- 
plies. No doubt it is easier to train a 
core of extension specialists and have 
them cooperate with and train the rest 
of the farm population than to deal 
with each grower directly and indi- 
vidually. 

Once such a highly centralized type 
of organization has been successfully 
established, it can obviously be ex- 
ploited for narrow, partisan, political 
ends. However, even though the board 
deprives growers of their freedom in 
regard to marketing decisions, other 
liberties need not be infringed. State 
marketing boards can be, and indeed 
are, consistent with the various political 
systems. They might be looked upon as 
the first in a whole succession of insti- 
tutional arrangements which are de- 
signed to improve the lot of the people 
in an underdeveloped country. Once 
it has succeeded in organizing the in- 
dustry, it might in time give place to 
voluntary cooperation. Such a transi- 
tion could be gradual in that the 
board, soon after its inception, could 
start organizing and financing service, 
credit, and purchasing and marketing 
cooperatives which in due time could 
assume its functions. 
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THE PROBLEM of securing adequate 
funds for capital construction at state- 
supported institutions becomes increas- 
ingly difficult as (1) pressures mount 
for diversion of available resources for 
wage and salary increases; (2) con- 
struction costs remain high; and (3) 
Federal taxation is at a level where 
state legislatures are reluctant to add 
to the total tax burden. There are facts 
of life other than financial, however, 
and the squeeze on funds has not 
eliminated the construction backlog 
caused by the war, nor in any way 
diminished (1) the birth rate, (2) the 
crime rate, or (3) the insanity rate. 
The consequences are of importance 
because school buildings, prisons, and 
mental institutions are necessities. A 
public policy question that is bothering 
many state and local governmental 
officials is that of how to finance such 
construction given current economic 
conditions. ‘ 
Further complicating the problem is 
the presence in many state constitu- 
tions of extraordinarily low ceilings on 
the authorized bonded indebtedness of 
the state. Long-standing restrictions on 
a state’s power to borrow, according 
to the Council of State Governments, 
are “almost universal in extent.”? Only 


‘Public Authorities in the States (Chi- 
cago: The Council of State Governments, 
1053) pias 


eight states permit unlimited borrow- 
ing by legislative action; twenty states 
permit public borrowing only after. 
popular referendum; and the remain-— 
ing twenty place the power to incur 
indebtedness for major public improve; 
ments directly in the people through 
constitutional amendment.? For the 
latter group of states, the difficulties 
of achieving constitutional change 
make the financing of capital improve- 
ments by general obligation bonds vir- 
tually impossible. Those state legisla- 
tures that must submit to a referendum | 
are sometimes reluctant to put a bond 
issue before the people. They fre-— 
quently are apprehensive that subse- 
quent legislatures would feel restrained, 
should the proposition fail, even if 
funds later become available out of | 
current income. | 

A way out of the dilemma presented | 
by the need for construction and the 
restrictions on state bonding power has | 
frequently taken the form of a pubhe 
building authority, a corporate body of 
a public character established by state 
law with authority to float bonds and 
to construct and lease buildings and 
similar facilities to the state or to an 
agency of the state. When rental pay- 
ments accrue to the point where they 
cover construction costs, plus interest 
on the building authority bonds, the 


? Ibid., p. 17. 
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authority deeds the building involved 
_to the state. The technique is similar 
to that used in financing the construc- 
tion of several state turnpike systems 
except that the turnpike issues are 
revenue-producing bonds which usually 
fall outside the constitutional state 
debt limits. 

The traditional approach has been 
to define a public authority as a gov- 
ernment business venture distinguished 
by institutional autonomy, corporate 
status, revenue bond financing, and 
similar formal characteristics which 
are set forth as means of identifying a 
bona fide authority. As a matter of 
fact, the public authority technique has 
developed now to the point where the 
establishment of an authority can be a 
way of accommodating interests that 
are opposed, as often as not, to insti- 
tutional autonomy and many of the 
other trappings. Only a peculiar defi- 
nition of institutional autonomy, for 
example, can cover nine state building 
authorities that are governed by boards 
of directors largely composed of state 
officers ex officio.* Similarly, revenue 
bond financing, although a conspicu- 
ous feature of numerous authorities, 
is not part of the pattern of the Ken- 
tucky and Illinois Armory Boards 
which are nevertheless bona fide public 
authorities. A pledge of state credit by 
a public authority was once thought to 
be an act of legal suicide, but the New 


’ Alabama Building Corporation, Georgia 
School Building Authority, Georgia Univer- 
sity Building Authority, Kentucky Armory 
Corporation, Maine School Building Author- 
ity, Pennsylvania General State Authority, 
Pennsylvania School Building Authority, 
Pennsylvania State Highway and Bridge 
Authority, West Virginia Office Building 
Authority. 
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Jersey Highway and New York Thru- 
way Authorities are able to back their 
bonds with the full faith and credit of 
their respective states. In short, both 
the forms and functions of public 
authorities are diverse, and there is no 
one mold into which all of them can 
be poured. 

The compelling reason for the popu- 
larity of most formal authority devices 
at the state level is that they offer a 
way of overcoming constitutional im- 
pediments to action — particularly to 
the spending of money. The Council 
of State Governments study concluded 
that “Without doubt, the single most 
important reason for creation of most 
Authorities (except interstate Authori- 
ties) is the need to borrow funds with- 
out violating constitutional debt 
limits.”* If constitutional debt limits 
were less common, some public author- 
ities would never have been created. 
Debt limit provisions are, however, “a 
continuing phenomenon in state gov- 
ernment,’ and the more recent revi- 
sions of many state constitutions have 
not shown any tendency to alter such 
provisions. This suggests that we are 
dealing with a common constitutional 
stipulation that has come under scru- 
tiny, but that has appealed to enough 
groups to ensure its retention.’ For the 


“Public Authorities in the States, p. 110. 

° This should clearly be distinguished from 
the kind of state constitutional provision, 
left over from another era, that presents a 
strategy problem that can be met by a 
policy acceptable to the group interests in- 
volved. Such a provision is exemplified in 
the common requirement that all bills be 
read at large on three different days in each 
house of a state legislature. As the volume 
of legislative business has grown so as to 
make the provision impractical, it has be- 
come the practice to read the bills by title 
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provision to be by-passed through the 
legal fiction of a public authority, the 
support for the debt limit principle 
must be weakened by the defection of 
groups with an interest in immediate 
capital construction. 

The Illinois Constitution imposes a 
limitation of $250,000 on the permis- 
sible bonded indebtedness of the state 
without referendum.® This has had the 
effect of barring capital construction 
on anything but a cash basis. At the 
1953 session of the Illinois General As- 
sembly, a broad-scope proposal to 
create an Illinois State Building Au- 
thority was introduced and _ passed, 
only to be vetoed by the governor.’ 
The proposal, in substantially the same 
form, is again under discussion at the 
session now under way in Springfield. 
Irrespective of whether the building 
authority plan is ultimately adopted or 
rejected, the particulars of the pro- 
posal plainly indicate that its sponsors 
have wrestled with some important 
problems in the authority field. 

The remainder of this paper is de- 
voted principally to a consideration of 
the proposal’s implications for public 
finance and public policy. Special at- 
tention is given the authority’s scope 
of powers, its membership, and restric- 
tions on its activities. 


only. As long as this arrangement does not 
work to the disadvantage of important 
groups, it will continue because it is simply 
not worth amending the constitution. As a 
matter of public policy, however, this kind 
of provision has not been scrutinized and 
retained in the same manner as has the 
debt limit provision. 

* Article IV, section 18. 

"Veto of Senate Bill No. 48” (July 7, 
1953). Veto Messages of Governor William 
G. Stratton, 1953, p. 8. 


Scope of Powers 


The heart of the pending [Illinois 
legislation empowers the authority, 
subject to certain critical limitations 
which will be discussed later, to bor- 
row money, to sell bonds, and to ac- 
quire property and facilities in order 
to construct and equip buildings which 
may be leased to any agency of the 
state, and to convey such buildings to 
the state when all debts secured there- 
by have been paid. Building needs of 
the state are defined as follows: : 

(a) Office structures, electric, gas, 
steam, and water utilities, hospitals, peni- 
tentiaries, and facilities of every kind and 
character deemed by the authority neces- 
sary or convenient for the efficient opera- 
tion of any unit which is a part of any 
department, board, commission, or other 


agency of the State of Illinois. 


(b) Housing accommodations for offi- 
cers and employees of the State of Illinois. 

(c) Buildings and other facilities in- 
tended for use as classrooms, laboratories, 
libraries, student residence halls, and in- 
structional, administrative, and recreational 
facilities for students, faculty, officers, and | 
employees of any institution or unit under 
the control of the Board of Trustees of the 
University of Illinois, the Board of Trustees | 
of Southern Illinois University, or the 
Teachers College Board. 

Possible limits of operation for any 
authority, where avoidance of a debt 
limit provision is the goal, range be- 
tween the single-purpose authority 
with statutory power to undertake one 
project only, e.g., a State Office Build- 
ing Commission, and the multiple- 
purpose authority with unlimited 
bonding power and extensive discre- 
tionary power to choose the groups it 
will service. The breadth of the per- 
missive construction projects allotted 


ie sa 


to the Illinois Building Authority indi- 


cates that a clear choice has been 
_ made in favor of a broad-scope opera- 


tion. The closer an authority operation 


_ approaches the latter limit, the closer 


it represents a general negation of the 


debt limit provision, and the more 
_ likely it is to provoke the opposition of 


groups supporting constitutional debt 


limits. At the other end of the scale, 


the more restricted the scope of the 


_ authority, the less the general chal- 


lenge to the debt limit supporters. 
Therefore, it is a logical hypothesis 


that the creation of a public authority 


to avoid constitutional debt limits 


should be easier to achieve when the 


- scope of authority action is narrowly 


limited, and harder to achieve if the 
span of discretionary power granted 
the authority is maximized. 

This tentative generalization is 
strengthened by a realization that 
group support for the authority will 
be related to its scope. The broader 
the scope, the more casual the support 
because a broad-scope authority be- 
comes simply another market place in 
which to compete for favors. A nar- 
row-scope authority, on the other 
hand, becomes a kind of personal 
agency for the groups to be benefited, 
and will secure intense support from 
them. In Illinois, the Armory Board,*® 
created in 1935, was conceived and 
pushed by National Guard groups — 
the principal beneficiaries of armory 
construction. However, in 1953, when 
consideration was first being given to 
the public building authority with 
broad-scope powers, support was at 


8 Illinois Revised Statutes, Chap. 129, 


paragraphs 223-228. 
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best casual from all groups to be bene- 
fited except the state university where 
the conviction was strong that univer- 
sity building would be a major activity 
of the authority. From the point of 
view of other groups to be affected — 
welfare, public safety, public works — 
there appeared to be little difference 
between pleading with an authority 
and pleading with the legislature for 
capital funds, even if the authority did 
have a higher expenditure ceiling. 

Against this, however, there must be 
considered the realities of the problem. 
In some states, a single-purpose author- 
ity may be able to give sufficient relief 
to a governmental financial squeeze to 
make the current financing of other 
capital projects possible. If a univer- 
sity building problem can be set apart, 
for example, a state may prove able to 
cope with welfare and penal needs on 
a conventional basis. On the other 
hand, if separating one agency or 
group of agencies does not make for a 
solution to the total problem, the state 
that creates a uni-purpose authority 
has chosen a single most-favored group 
and awarded it “all the marbles.” Such 
an action is likely to evoke intense 
opposition from the _ less-favored 
groups. 

IHinois is faced with this kind of 
over-all need situation. Creation of a 
university system building authority 
would probably leave undiminished 
pressure from other agencies which 
could not be satisfied within the 
present budget picture even without a 
university problem. Although repre- 
sentatives of some agencies of state 
government would have preferred a 
uni-purpose authority for their special 
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benefit, and although a uni-purpose 
authority would have been easier of 
achievement, sponsors of the Illinois 
Building Authority obviously consid- 
ered such an operation to be too nar- 
row to do the job that had to be done. 


Authority Membership 


Appointees to controlling positions 
in a public authority designed to avoid 
debt limits may range from elected 
officials ex officio to private citizens 
with no other governmental connec- 
tions. This introduces another major 
problem. On the one hand, the fic- 
tion of state nonparticipation is en- 
hanced by private citizen membership 
on the board, and dimmed by the ap- 
pearance of, say, the governor and the 
attorney-general as members. On the 
other hand, the realities of the situa- 
tion suggest that, in the final analysis, 
the debt incurred will be discharged 
through the use of public funds. To 
permit private citizens to commit pub- 
lic funds would involve a new ap- 
proach to state spending that could be 
expected to engender considerable op- 
position that is not really relevant to 
the use of the public authority. This 
opposition can be avoided by ,the use 
of ex officio board members in situa- 
tions where the discretionary power of 
the authority is, of necessity, relatively 
broad. Where the discretionary power 
is strictly limited, advantage can be 
taken of the fiction of state nonpartic- 
ipation and private citizens appointed 
because the board, in such a case, is 
merely an instrument through which 
to implement the spending decisions 
made by public officials. 

To illustrate, consider first the Joint 
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Building Authority created to permit — 


the city of Detroit and Wayne County, — 
Michigan, to construct an office build-— 


ing for joint use. This authority’s 
scope was effectively limited by the 
terms of the enabling statute to con- 
struction of the office building. The 
governing body was without power to 
issue bonds for any other purpose. 
Consequently, the board’s duties were 


ministerial — to float bonds and retire ~ 


them. Decisions as to the commitment 
of public funds (in the form of rent) 
were made by public bodies — the! 
Michigan legislature with the approval 


of the city council and the county | 
board—so that the advantages of 


naming private citizens to the author- 


ity were available, while opposition to — 


private control of public money was 
effectively neutralized. This kind of 
narrow restriction is not common for 
building authorities, however. At the 
least, most building authority boards 
can determine which armory or which 
schoolhouse shall be built first, and 
which shall wait; at the extreme, at 


least one, the Pennsylvania General | 


State Authority, has jurisdiction that 
spreads over state institutions and 
agencies, airports, sewer systems and 
flood control projects, and recreation 
facilities. The breadth of the control 
exercised by this authority makes 
private citizen dominance of the board 
undesirable because public 
over public funds would be lacking. 
In fact, the Council of State Govern- 
ments found that governing boards of 
the various types of building authori- 
ties are characterized by a predomi- 
nance of ex officio members.® 


* Public Authorities in the States, p. 42. 
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In Illinois, no choice was really 
available to proponents of the Build- 
ing Authority as far as membership is 
concerned. An earlier effort to create 
a single-purpose Illinois Building Au- 
thority to satisfy the office needs of 
the state government had been struck 
down by the Illinois Supreme Court.?° 
Under the terms of that legislation, 
the members of the authority consisted 
substantially of all the state officers — 
the governor, lieutenant-governor, sec- 
retary of state, treasurer, auditor of 
public accounts, 
public instruction, attorney-general, 
and a member of the Supreme Court. 
Of this arrangement, the Court subse- 


superintendent of 


quently said: 

The identity of the State, through its 
officers, and its public building Authority 
through the same officers, was so perfect 
as to make the one but the shadow of 
the other, and hence the obligation of the 
Authority was recognized as the obligation 
of the State. . .” 

In order to stand a constitutional 
challenge, therefore, it was necessary 
to provide that membership on the 
authority be divorced from elective 
state office. The present proposal is 
explicit in establishing a prohibition: 
“No person shall be appointed to the 
Authority who is an elected official of 
the State of Illinois or any subdivision 
thereof.” 

Taken together, the need to create 
a broad-scope authority and the need 
to separate the authority board from 

elective state office presented a poten- 
“tial picture of unchecked delegation of 
the spending power to a group of 


” People ex rel. Greening v. Green, 382 


Til. 577. 
™ Loomis v. Keehn, 400 Ill. 337, 343. 


private citizens. Such a situation would 
have made the authority a classic ex- 
ample of the criticism that “authorities 
are subject to democratic controls only 
indirectly and at a distance ... an 
authority is one stage removed from 
the traditional bridle of continuous 
democratic control.” 

This objection is effectively met by 
a provision of the current Illinois bill 
which is probably unique in the field 
of authority legislation. The power 
granted the Building Authority would 
be to “Acquire by purchase or other- 
wise (including the power of condem- 
nation... ), construct, complete, re- 
model, maintain, and equip any or all 
buildings and other facilities as the 
General Assembly by law declares to be 
in the public interest.” (Italics added.) 
The Building Authority would not be 
compelled to proceed to the construc- 
tion of all buildings on the public in- 
terest declaration list, but would be re- 
stricted to the construction of buildings 
appearing on the list. The public inter- 
est requirement would be a permissive 
declaration rather than a mandate. 

This device would make it possible 
for the General Assembly to limit or 
not to limit according to the strength 
of the competing groups. A public in- 
terest bill could be passed that included, 
for example, only a single building for 
housing state employees at the mental 
institution at Kankakee. For all prac- 
tical purposes, the authority could do 
nothing else but proceed to the con- 
struction of such a building. On the 
other hand, a public interest list that 

” Luther Gulick, “ ‘Authorities’ and How 


to Use Them,” The Tax Review, Vol. VIII 
(November, 1947), No. 11, p. 47. 
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included, perhaps, twenty buildings at 
a total cost of $60 million would not 
have the same effect. In the latter situ- 
ation, the authority would obviously 
have to pick and choose. The General 
Assembly would have had a chance to 
establish a limitation, however, and, if 
it did not do so, it would simply mean 
that the support for any particular 
building or buildings was not great 
enough to merit a preferred position. 

Provision for the public interest dec- 
laration as a prerequisite to authority 
action permits the General Assembly to 
involve itself in the determination of 
the building needs of the state without, 
at the same time, making the bond 
issue that is necessary to effect construc- 
tion a general obligation of the state. 
Although there is no available prece- 
dent to cite, it is reasonable to argue 
that the legislature may put whatever 
restrictions it sees fit on the power of 
the authority, and that the public in- 
terest restriction no more makes the 
Building Authority an agency of the 
state (for bonded indebtedness pur- 
poses) than the restriction’ to armory 
construction makes the Illinois Armory 
Board such an agency. 

In order to furnish the legislature a 
body of facts which may bear upon the 
public interest list, the proposed statute 
directs the Building Authority “to make 
thorough and continuous studies and in- 
vestigations of the building needs of the 
State. . .” As part of its study, the 
authority “shall obtain estimates of 
the cost of any such building project it 
deems necessary or convenient for effi- 
cient operation of any unit of the State, 
and shall formulate and recommend a 
list of such projects.” Under state law, 
the governor of Illinois is obliged to 
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submit his biennial budget to the Gen-_ 


eral Assembly not later than April 1 of 


odd-numbered years. In order to allow | 


ample time for consideration and in- 


clusion in the budget of possible rental 
payments to the Building Authority by 
state-supported agencies, the authority 
must “present a report, including its 
recommendations, to the Governor not 
later than the first day of November 


immediately preceding the convening of © 


each regular session of the General As- 
sembly, and shall present a duplicate, 
report thereof to the next General! 
Assembly.” 


Alternatives to an Authority 


The Building Authority plan repre- 
sents a serious attempt to overcome the 


legitimate objections that have been 


raised to an uncontrolled authority. An 
important question, however, 
should not be dismissed without anal- 
ysis is that of alternative methods of 
meeting building needs. These alterna- 
tives are (1) cash payments requiring 
direct appropriations for building pur- 


that 


poses, and (2) general obligation bonds | 


authorized by referendum. 


The first method, building as the state — 
can afford to pay, and only when the | 


state can afford to pay, is the present 
practice. Thus, in the 1953-1955 bien- 
nium, the State of Illinois appropriated 
(including reappropriations) just under 


$51 million from its general revenue - 


fund for capital improvements to the 
physical plants operated by the Depart- 
ments of Public Welfare, Public Safety, 
Public Health, Conservation, Public 
Works and Buildings, the Secretary of 
State, and the State Universities and 
Colleges. The University of Illinois, 


Southern Illinois University, and the 


hela i 
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Teachers College Board got $22 million 
of this total. If the resources had been 
unlimited, the not unreasonable build- 
ing programs of just these institutions, 


_ as approved by their respective Boards 


of Trustees, could have consumed more 


than the $51 million allotted to all 


state agencies. The major difficulty 
with financing out of current income, 
plainly, is that the income is simply not 
there. 

In his veto message disapproving the 
Illinois Building Authority as created 
by the 1953 session of the General As- 
sembly, Governor Stratton indicated his 


_belief that the state government that 


cannot pay cash should not build: 


Under the provisions of this Bill a vast 
building program could be initiated far in 
advance of.the current ability of the State 
to pay... It is my firm belief that the 
development of the physical plant of the 
State and its various agencies should not 
be more rapid than the State’s current 
ability to pay, except in unusual or extra- 
ordinary instances.” 


A strong proponent of the Building 
Authority plan has responded to this as 
follows: 


It has been stated, for example, that a 
building program could be entered into in 
excess of the current ability of the State 
to pay for that program. If by “current 
ability” it is meant the payment for the 
entire capital cost, this statement may be 
accepted. However, by making use of an 
appropriation not in excess of the amount 
appropriated for a few specific projects in 
this biennium, for example, and on the 
understanding that such an appropriation 
could be continued for a period of years 
(a very reasonable anticipation), a much 
larger building program could be imme- 
diately carried out.” 


8 “Veto of Senate Bill No. 48,” loc. cit. 
“Lloyd Morey, President (then Comp- 


Cash payments for capital construc- 
tion certainly could not be achieved on 
any large scale without an increase in 
the state’s revenue. The only practical 
increase, given the present constitu- 
tional restrictions, is in the retailers’ 
occupational tax rate, now at 2 percent 
of gross receipts.* A sales tax increase 
to 3 percent should yield between $85 
million and $95 million annually. If 
this revenue were to be diverted exclu- 
sively to construction purposes for the 
next seven or eight years, the present 
building needs of the state could be 
satisfied. The existing financial prob- 
lems of the state, however, make such 
an eventuality highly unlikely. Indeed, 
an increase to 3 percent appears prob- 
able at this writing, but rather than 
being utilized for capital construction, 
it will almost surely be eaten up by 
common school equalization grants and 
operating expenses of state agencies. 
The reluctance with which an increase 
to 3 percent is viewed by state officials 
makes an increase beyond that figure 
—pbharring civil insurrection or some 
such equally unlikely occurrence — 
virtually out of the question. 

The remaining alternative is to seek 
referendum approval of a bond issue 
which would become an obligation of 
the state. A bill to authorize the is- 
suance and sale of bonds to obtain 
$350 million for construction purposes 
was introduced in the 1951 session of 
the Illinois legislature, and again in 
1953 for $422 million, but was not 
pushed by its sponsor in either year. 


troller) of the University of Illinois, Cham- 
paign-Urbana Courier, July 19, 1953. 

* Actually 2 percent of 98 percent of 
gross receipts. 
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Referendum approval of general obli- 
gation bond issues for construction pur- 
poses is, of course, the common practice 
for school districts and numerous local 
government units. 

This technique, for Illinois at least, 
would have an important disadvantage 
that is not shared by a building author- 
ity. Any bonds authorized by referen- 
dum would commit the state to bond 
retirement from the proceeds of the 
regressive sales tax which is the major 
support of the state government. Under 
the constitutional directive, the General 
Assembly must submit a provision “for 
the payment of the interest annually, as 
it shall accrue, by a tax levied for the 
purpose, or from other sources of rev- 
enue; which law, providing for the pay- 
ment of such interest by such tax, shall 
be irrepealable until such debt be 
paid.”*® For practical purposes, this re- 
quires that a plan provide for retire- 
ment of principal as well as interest, 
and the 1951 and 1953 bills made such 
a provision. Any long-range retirement 
plan which must be blueprinted now, 
however, depends on an increase in 
taxes and the “irrepealable” clause in 
the Constitution would surely act as a 
deterrent to the substitution for sales 
tax increases of a more progressive tax 
system with which to acquire bond re- 
tirement funds. In short, a pledge of 
state credit, in [llinois, to issue bonds 
for capital construction, would be syn- 
onymous with a decision to perpetuate 
a regressive no-exemption sales tax. 
This failing would not hold true of 
building authority financing where the 
General Assembly would appropriate 


** Illinois Constitution, Article IV, Section 
18. 


CURRENT ECONOMIC COMMENT 


rentals every biennium and could take 
advantage of any improvement in the 
revenue system. 


Summary 
Over-all, 


problem is acute. Financing out of cur- 
rent revenue seems unlikely to be ade- 
quate. General obligation bonds, which 
must provide an “irrepealable” plan to 
pay interest charges, would commit the 
state to perpetuation of a regressive tax 


the capital construction 


source. Moreover, such bonds may not, 


be issued without referendum approval. 
State officials may be reluctant to un- 
dertake construction, however financed, 
of any building, bonds for which had 
previously been disapproved by the 
voters. A building authority would not 
be subject to these criticisms but it is a 
more expensive way to build, in that 
interest rates can be expected to be 
higher than on general obligation bonds. 

In addition, the building authority 
technique can complicate the process of 
responsible government because of the 
difficulty of establishing controls over 
the authority. The Illinois Building Au- 
thority proposal is an exceedingly broad 
scope bill. In addition, authority mem- 
bership is divorced from state office. 
These difficulties are partly overcome, 
however, by the requirement that a 
public interest declaration by the legis- 
lature precede construction of any 
building by the authority. There is no 
gainsaying the fact that a building au- 
thority — including that proposed for 
Illinois — is an indirect approach. The 
appropriate question for the policy 
makers to decide is under what condi- 
tions indirection is desirable public 
policy. 


Hidden Costs in ihe Labor Agreement* 


NATHAN BELFER 


Associate Professor of Economics, Pennsylvania State College 


RECENTLY, so-called fringe benefits have 
assumed increased importance as a 
part of the total wage bill. These fringe 
benefits include payments for time not 
worked, payments for employee secur- 


‘ity, extra payments for time worked, 


and payments for various employee 
services. The cost of fringe benefits can 
readily be calculated. It is quite usual, 
in fact, at the close of collective bar- 
gaining negotiations to announce a 
wage increase of x cents an hour and 
fringe benefits amounting to an addi- 
tional y cents an hour. Both direct pay- 
roll costs and fringe benefit costs are 
known to management. 

There are, however, various items in 
the labor agreement which result in 
added costs to the company which may 
not be measurable and of which man- 
agement may not always be fully aware. 
When management’s freedom to pro- 
mote on merit alone is restricted by a 
seniority clause, the man best suited for 
the job may not get the promotion. 
Seniority may also restrict manage- 
ment’s discretion during layoffs. The 
oldest workers (who are not necessarily 
the most efficient) remain on the job 
while younger and perhaps more efh- 
cient workers are laid off. A bumping 
clause may lead to considerable internal 


* This article is intended as an objective 
study of a current problem. However, a 
semantic difficulty arises in that “hidden 
costs” exist from management’s point of 
view, and not from labor’s standpoint. In 
considering hidden costs in the labor agree- 
ment, it will generally be necessary to view 
problems from a managerial viewpoint. 


dislocation and production disruptions 
with a consequent decline in efficiency. 
The handling of grievances costs the 
company money. The collective bar- 
gaining contract may restrict mana- 
gerial authority in disciplining and 
discharging workers. After imposing a 
disciplinary penalty the company may 
find itself enmeshed in a lengthy and 
expensive grievance case, hearings be- 
fore the National Labor Relations 
Board, and even a slowdown or strike. 
The union may impose restrictions on 
management’s right to change produc- 
tion methods and work loads, with im- 
pairment of operating efficiency and 
added production costs. 

Although management is fully ac- 
quainted with the level of payrolls and 
has a fairly good idea of the cost of 
fringe benefits, it may not be com- 
pletely conscious of these hidden costs 
resulting from the labor agreement. 
Frequently, it may not even be possible 
to measure such costs on a dollar-and- 
cents basis. This study will analyze 
some of the provisions of the labor 
contract which can give rise to hidden 
costs. The scope of the study will have 
to be limited to a few well-defined 
areas. The mere entrance of a union 
into a previously unorganized company 
will require a considerable change in 
management practices with possible in- 
creases in operating costs. For example, 
many of the activities of the personnel 
department arise out of the existence of 
a union. Personnel activities 


are an 


[31] 
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item of considerable expense. A recent 
survey indicated that the average cost 
of personnel functions per employee in 
reporting firms was $61.26 in 1953, a 
large increase from 1952 when it was 
$48.49.1 However, for present purposes 
the over-all activities of the personnel 
department must be excluded from 
consideration. This study will deal only 
with those sections of the labor agree- 
ment which result in costs which may 
not always be readily apparent to man- 
agement and are frequently immeas- 
urable. The topics to be discussed 
include seniority, grievance procedure, 
discipline and discharge, technological 
changes and job modifications, hidden 
costs in fringe benefits, and union 
security. 


Seniority 


Through seniority provisions in the 
collective bargaining contract, unions 
are able to limit management’s prerog- 
ative of control in certain areas. De- 
pending on the scope of the seniority 
provision, management’s discretion in 
such matters as layoffs, transfers, rehir- 
ing, promotion, shift assignment, and 
overtime distribution is severely re- 
stricted. Unions hope to secure in- 
creased job security through seniority. 
They feel that seniority will prevent 
discrimination against union members, 
eliminate favoritism and bias in the 
selection of workers for promotion and 
layoff, and provide increased security 
for long-service employees. However, 
the employer’s interest in having work 
performed in the most efficient manner 


*Dale Yoder and Lenore P. Wilson, “How 
Much Do Personnel Activities Cost?” Per- 
sonnel, September, 1953, pp. 73-78. 
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and with the least possible amount of 
disruption may be adversely affected. 

Although proper seniority provisions 
in certain areas can be an important 
factor in raising employee morale, to 
the extent that seniority rules restrict 
management’s ability to run its plants 
in the most efficient manner possible 
they become very costly. The following 
discussion will highlight some of the 
costs — both and hidden — 
inherent in seniority rules. 

Disputes over seniority provisions 
may increase the difficulty of negotiat- | 
ing the contract. The union may be 


obvious 


very insistent on the specific features of 
the seniority clauses. Some of the prob- 
lems which can arise over seniority 
include the unit of seniority, which 
employees within the unit are to be 
covered, classification of years of serv- 
ice, types of employment reductions 
covered by the rules, definition of effi- 
ciency and ability, rules concerning 
bumping rights, and seniority status of 
workers transferred or promoted to new 
jobs. Differences over these issues can 
prolong negotiations considerably. The 
salaries of the officials and their staffs 
who are spending time on the negotia- 
tions constitute a wage cost for the 
company, and the longer the period of 
contract bargaining, the higher the cost. 
Furthermore, lawyers, consultants, and 
other outside experts who have been 
engaged to assist in the negotiations 
may have to be retained for a longer 
period at considerable extra expense. 
Finally, some companies pay employees 
for time lost from their jobs which is 
spent with the union negotiating com- 
mittee, and such wage payments in- 


crease as the bargaining period con- 
tinues. 


| 
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As part of the seniority arrangement 
the company will have to keep detailed 
records of each worker’s seniority. This 
means more clerical help and the allot- 
ment of more office space for record- 
keeping purposes. The company may 
be required to make seniority lists 
available to the union. The union may 
also wish to meet with management to 
interpret and apply the seniority rules. 
A considerable amount of expensive 
managerial time can be spent at such 
meetings and must be considered a 
hidden cost of seniority. In addition, 
the contract may specify that the time 
spent by union representatives in meet- 
ings with management shall be paid for 
by the company at the employees’ reg- 
ular hourly rates. 

Unions feel that they can increase 
job security by making seniority the 
governing factor in layoffs and rehiring. 
This can result in added costs to man- 
agement. First, management’s judg- 
ment as to the ability and efficiency of 
individual workers is not considered in 
determining who shall be laid off. To 
the extent that the company cannot 
drop the least efficient workers, labor 
costs are increased. Second, if bumping 
is allowed, one layoff can start a chain 
of other layoffs throughout the seniority 
unit as laid-off workers bump others 
with less seniority. This can cause dis- 
locations in the operation of the plant 
with a consequent decline in produc- 
tivity and output. Third, younger short- 
service employees who may show 
considerable promise are discouraged 
and seek employment — elsewhere. 
Fourth, paper work is increased. 

The seniority unit may range from 
the company down to the single job as 


follows: the company, the plant, the 
department, a group of jobs, a single 
job classification. Generally, unions pre- 
fer wider seniority units than manage- 
ment. The wider the seniority unit the 
greater the number of interjob transfers 
incidental to a layoff, with a conse- 
quently greater protection for the senior 
workers. For management, on the other 
hand, the widest form of seniority unit 
— the company — is extremely undesir- 
able, because a layoff in one plant will 
disrupt operations in all the other 
plants of the company. Company-wide 
seniority is, however, rare. 

Plant-wide seniority is also cumber- 
some because employment readjust- 
ments necessitated by a reduction in 
output may result in considerable inter- 
departmental transferring with a con- 
sequent dislocation of production 
schedules. In addition, plant-wide 
seniority may make it difficult to re- 
tain workers with certain skills. The 
last worker to be hired may be a skilled 
tool and die maker. In the event of 
reduction in work force because of a 
decline in output he must be laid off 
first. The company may prefer to lay 
off unskilled or janitorial workers, but 
under a strict interpretation of plant- 
wide seniority rules they must be re- 
tained if they were hired earlier. 

Although a wide seniority unit gives 
senior workers more job security, it 
actually may enhance job insecurity be- 
cause of the greater number of workers 
who may bump a particular worker 
from his job. Narrow seniority units 


‘ result in less bumping. However, if 


there is an unequal distribution of age 
or layoffs among seniority units in the 
plant, valued long-service workers may 
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be laid off in one unit while other 
employees with a comparatively short 
period of service are kept on in another 
seniority unit not affected by the 
layoffs. 

Seniority as a factor in layoffs and 
rehiring is frequently accompanied by 
bumping privileges. Interjob transfers 
cause general dislocation and a result- 
ing decline in efficiency. A bumped 
worker will find someone with still less 
seniority to bump, thereby causing 
more disruptions, decreased productiv- 
ity, and increased wage costs. To drop 
1,295 employees in the winter of 1954, 
Goodyear Tire and Rubber was re- 
quired to make 3,458 changes in job 
assignments. Seiberling Rubber and 
General Tire and Rubber report that 
as a result of bumping the ratio of job 
changes to workers laid off has run as 
high as three and a half to one.” In 
addition, disputes over bumping can 
result in grievances and arbitration 
proceedings which will entail extra 
costs to the company.® 

Many union contracts specify that 
stewards and union officers shall be 
given superseniority by having their 
names placed at the head of the senior- 
ity list during their period of office 
regardless of their actual length of 
service.* Some of the special benefits 


* Fortune, March, 1954, p. 69. 

* A case study of the very costly effects of 
unlimited bumping under plant-wide sen- 
iority in the Boeing Airplane Company 
during World War II is to be found in 
Clark Kerr and L. M. Fisher, “Effect of 
Environment and Administration on Job 
Evaluation,” Harvard Business Review, May, 
1950, pp. 77-96. 

*Leo Weiss, “The Status of the Union 
Steward,” Personnel, May, 1952, pp. 478- 
82; F. H. Harbison, Seniority Policies and 
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which have been accorded to stewards 
through their preferred seniority are 
these: in the event of a layoff a steward 
will be the last man laid off and the 
first rehired; a steward may not be 
transferred to another shift or depart- 
ment unless his own shift or depart- 
ment is closed down; when his con- 
stituents work overtime the steward 
must also be permitted to work with 
them; preference is given as to shift 
assignment. Such special privileges for 
stewards obviously limit management’s 


ability to utilize the work force in the | 


most efficient manner possible. 

The existence of seniority rules may 
result in an increase in the number of 
grievances. There can be acrimonious 
disputes between the union and the 
company over such matters. Since each 
grievance costs the company money, 
any rise in the number of complaints 
involves added expense. 

When seniority exists, discharge be- 
comes a very serious matter for the 
worker concerned. Years of accumu- 
lated seniority are a prized right be- 


cause they assure the worker preferred | 


treatment in layoffs and rehiring and 


perhaps in promotions and shift and 
job assignments. As the courts have > 


ruled in several cases, seniority is a 
property right. A discharge means not 
only the loss of the job but also of all 
the privileges inherent in the possession 


of seniority. It can be expected then 


that the worker and the union will con- 
sider a discharge to be a very serious 
matter. Unions will usually contest the 


Procedures As Developed Through Collec- 
tive Bargaining (Princeton: Princeton Uni- 
versity Industrial Relations Section, 1941), 
pp. 11-12. 
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discharge of long-service employees 
very vigorously. Management will have 
to be entirely certain of its grounds 
when it discharges an employee with 
many years of seniority. The action will 
have to be based on complete informa- 
tion that can stand up in a grievance 
procedure and perhaps eventual arbi- 
tration. 


Grievance Procedure 


The grievance procedure is one 
means through which unions attempt 
to protect the contract rights of the 
The effective handling of 
grievances is necessary for the proper 
functioning of the contract. Proper 


workers. 


handling provides a safety valve for the 
full expression of employee dissatisfac- 
tion. Grievances are an important chan- 
nel of internal plant communication 
informing top management of con- 
ditions which the union or the workers 
feel are undesirable and should be cor- 
rected. The lack of an effective pro- 
cedure can cause high and wasteful 
labor turnover, low morale, absentee- 
ism, stoppages and strikes, and a situa- 
tion where minor issues quickly grow 
into major disputes. Grievances have a 
valuable personnel function: they are a 
form of protection for both workers 
and management and are useful in in- 
creasing employee morale and satisfac- 
tion on the job. A large variety of 
problems can be covered including per- 
sonal complaints of workers, disputes 
over the application of the agreement, 
disputes not covered by the agreement 
which, however, important for 
both the union and the company, and 
controversy over the interpretation of 


are 


the contract.’ Grievance procedures are 
almost universally accepted in labor 
contracts today. While effective han- 
dling is important for management, it 
can become expensive. If stewards are 
handling grievances on company time, 
the addition to the wage bill for this 
item alone can be formidable. One 
company has estimated that the han- 
dling of a single grievance which went 
to arbitration cost $585.6 However, the 
grievance is not all cost if it creates 
better understanding and improved re- 
lations in the 
future, even though the monetary value 
of the return to the parties from the 
effective solution of a grievance is dif- 
ficult to measure. 


for similar situations 


A recent random sampling of 105 col- 
lective bargaining agreements showed 
that 53 percent contained provisions 
granting time off with pay to handle 
grievances. The provisions vary widely. 
Some contracts are vague and allow all 
the time off necessary for such work. 
Others provide a “reasonable” time ac- 
companied with the hope that this will 
be kept to a minimum. A few specify 
that a certain percentage of the time 
spent on grievances will be paid for. 
Still others allow compensation for a 
specific number of hours per day, per 
week, or per grievance.” General Motors 


* A summary of the large variety of griev- 
ance provisions and arrangements is con- 
tained in Collective Bargaining Provisions: 
Grievance and Arbitration, U. S. Depart- 
ment of Labor, Bureau of Labor Statistics, 
Bulletin No. 908-16, 1949. 

°“How Much Do Grievances Cost?” 
Management Record, September, 1950, p. 
340. 

" Weiss, loc. cit., p. 479. 
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allows district committeemen to spend 
an average of two hours per day to 
adjust grievances with sub-manage- 
ment. Members of the shop committees 
are allowed an average of four hours 
per day in plants of less than 1,500 em- 
ployees and five hours per day in plants 
of more than 1,500 employees to meet 
with management on grievances. On 
the other hand, the General Railway 
Signal contract with the IUE-CIO sets 
no limit on the amount of time which 
union representatives can spend in con- 
ferring with company officials on griev- 
ances. Such time lost from work is paid 
for by the company. The company has 
the right to prevent indiscriminate use 
of this right through the grievance and 
arbitration machinery. The Ford-UAW 
contract provides for full-time stewards 
who do nothing but participate in 
grievance negotiations. There appears 
to be no set pattern on the number of 
grievance men allowed in the plant. 
Some contracts allow one for every 50 
men. There are some which permit a 
steward for as few as 25 men. Some 
specify that each separate department 
regardless of its size shall have at least 
one representative. There are contracts 
which set the ratio at one steward to 
one foreman. Some agreements, such as 
that of General. Railway Signal with 
the IUE-CIO, merely specify that the 
number of paid union representatives 
will be mutually agreed upon by the 
company and the union. Although the 
wage costs of a steward’s time should 
be fairly obvious to management, a cost 
that can easily be overlooked arises 
when he is called away from his job to 
process a grievance. This results in an 
interruption of a continuous flow of 


4 
| 
| 

work. Such production disruptions can 
become very costly, particularly in as- : 
sembly-line operations. 

At the first stage grievance procedure 
will occupy some of the foremen’s time. 
The second and third stages involve the 
time of higher line supervision, the in- 
dustrial relations office, and top local 
plant management. The fourth stage 
will require top management officials in 
the general offices of the company to 
devote some time to the grievance. 
Management time is usually at a high 
hourly rate, and the cost involved in| 
processing grievances can therefore run 
high. Disruption of management’s regu- 
lar schedule of work may lead to pro- 
duction dislocations and a consequent 
decline in efficiency. There is also a 
considerable amount of clerical work 
involved at all stages of the grievance 
procedure. 

The grievance may also involve 
long-distance telephone calls and travel- 
ing from the local plant to the general 
offices of the company, which add 
further to grievance costs. The number 
of persons required in the personnel de- 
partment may have to be expanded to 
process a steady flow of work. This will 
result in a need for increased office 
space, supplies, and equipment for the 
personnel department. 

Of 1,442 agreements in effect in the 
United States in 1952 the Bureau of 
Labor Statistics found that 89 percent 
provided for arbitration as the terminal 
point of the grievance procedure.® The 
arbitrator usually charges a professional 
per diem fee and is also reimbursed for 


*“Arbitration Provisions in Collective 
Agreements, 1952,” Monthly Labor Review, 
March, 1953, pp. 261-66. 
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his traveling expenses. It is customary 
for the union and company to share 
these expenses equally. One contract, 
however, contains a provision that 
whereas the company and union will 


share the arbitrator’s professional fee, 


_ the company will pay for all his travel- 


ing expenses. Arbitration involves ad- 
ditional costs such as hotel rooms for 
hearings, stenographic fees for tran- 
scripts of hearings, and any special 
technical assistants engaged by the arbi- 
trator. Top management may have to 
spend some time at the actual hearings. 
Management time may also be involved 


in the selection of an arbitrator. The 


company will incur legal and research 
expenses in preparing for the hearing. 

Among the ways in which unions can 
abuse the grievance procedure the most 
important are the creation of artificial 
grievances and the utilization of griev- 
ances as a form of collective bargaining. 

Shop stewards and union officers are 
political personalities. Their re-election 
may depend on demonstrating to the 
rank-and-file membership their zealous- 
ness in “bringing home the bacon.” As 
pointed out by a management spokes- 
man, stewards may stir up fraudulent 
grievances: 

We found that two or three members of 
the executive board of the union were 
ringing in in the morning and immediately 
setting out through the plant to (they said) 
settle grievances. What they were doing 
was cooking them up.” 

The mere inclusion of a grievance 
procedure in the contract may thus 


°“Tmproving Management’s Score at the 
Bargaining Table,” Practical Approaches to 
Labor Relations Problems, American Man- 
agement Association, Personnel Series No. 
91, New York, 1945, p. 55. 


ST 


create grievances where none existed 
before and result in substantial extra 
costs to the company. A union may at- 
tempt to obtain gains through griev- 
ance procedure that were not negoti- 
ated during the collective bargaining 
process. This, for example, happened 
at an automobile plant under contract 
with the United Automobile Workers 
(CIO): 

Grievance procedure, insofar as it deals 
with non-contract matters, is collective 
bargaining. At one of the auto plants here 
in Detroit the men went in and asked for 
a ten-minute rest period in the morning 
and afternoon, though there was no con- 
tract provision for it. They got it, and so 
the contract was changed.” 

In a handbook for its shop stewards, 
How to Win for the Union, the UAW- 
CIO has instructed its stewards to find 
loopholes in the contract which offer 
opportunities to use the grievance pro- 
cedure to gain additional concessions 
from the company. Through such un- 
anticipated extensions of the contract, 
management may find that it has made 
itself liable for costly benefits which it 
did not contemplate at the original col- 
lective bargaining negotiations. 


Production Standards and 
Technical Change 


Technological advance is the recog- 
nized key to increased plenty. Workers, 
however, sometimes have associated 
technical change with decreased earn- 
ings, loss of jobs, and the elimination 
of skills. Individual workers and groups 
of workers have frequently attempted 


* Quoted in Neil Chamberlain, ‘The 
Nature and Scope of Collective Bargaining,” 
Quarterly Journal of Economics, May, 1944, 
p. 367, footnote. 


38 


to obstruct the introduction of tech- 
nological improvements. Actually, the 
insecurity caused by technical change 
is one aspect of the general insecurity 
facing individual workers, and the at- 
tempt to diminish and control the in- 
securities to which the worker is ex- 
posed has been a major factor in the 
formation and growth of unions. It is 
not surprising, therefore, to find that 
unions employ their usual bargaining 
weapons in dealing with problems 
caused by technological change. A 
policy of complete resistance to tech- 
nological change is more likely to be 
practiced by a craft union than by an 
industrial union. In an industrial union, 
which comprises all workers in the 
plant, a specific technical change will 
affect only a relatively small percentage 
of the membership. Many of the dis- 
placed workers will be able to secure 
other jobs in the same plant or in the 
same industry. Thus, the union mem- 
bership is not affected adversely. An 
officer of the rubber workers’ union ex- 
plained its failure to oppose technologi- 
cal changes as follows: “We couldn’t 
afford to. There are too many small 
changes affecting too few of our 
people.”™ Policies of opposition and 
restrictionism are today found m only 
a small number of unions. Nevertheless, 
individual workers fear and resist tech- 
nical advances, and union officials must 
protect the jobs and wages of the mem- 
bership if they wish to remain in office. 

These introductory remarks should 
suffice to indicate the complex problem 
which management faces in the area 


“§. H. Slichter, Union Policies and In- 
dustrial Management (Washington: Brook- 
ings Institution, 1941), p. 214. 
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of productivity and job modification. 
There has been a considerable body of 
literature on the subject.** This study 
will not attempt to duplicate previous 
discussions but will merely highlight the 
costs which management faces in its 
efforts to increase productivity. The 
subject will be considered under two 
main headings: mechanical changes in 
machinery and methods and non-me- 
chanical changes in shop practices 
which are lumped together under the 
term “scientific management.” 

The most widespread policy of 
unions today toward technological 
change is one of controlled acceptance, 
making changes subject to collective 
bargaining. The union has a dual prob- 
lem: first, it must meet the fears and 
resistances of the individual worker 
toward technical change; second, rec- 
ognizing that industrial progress is in- 
evitable, it must administer the institu- 
tional means for acceptance of and 
adaptation to the changes. A union 
must minimize the human cost of tech- 
nical advance. It must safeguard the 
job rights of its members, and it must 
also see to it that the worker shares in 
the benefits of increased productivity. 
At the same time, the union can facili- 
tate progress if it can overcome the 
worker’s resistance to technical change 
and fear of displacement by assuring 
him that he as an individual will not 


suffer from it. The aim of trade union-— 


ism today is to assure that through 
regular collective bargaining procedures 
there will be a policy of friendly labor- 


* A useful bibliography is to be found in 
Technological Change under Collective 
Agreements, Selected References, No. 24, 
(Princeton: Princeton University Industrial 
Relations Section, November, 1948). 
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management cooperation to arrange for 

the orderly introduction of new ma- 
_ chines and methods. Specific policies 
with respect to individual technical 
changes will, of course, vary from union 
to union and also from situation to sit- 
uation within the same union.1* Gen- 
erally, a union will desire full data 
concerning a contemplated change, 
which can become the basis for co- 
operative action on the part of union 
and management.** 

Merely making the introduction of 
new machinery subject to collective 
bargaining imposes added costs on 
management, including the following: 

1. There are the time and work re- 
quired to prepare the data desired by 
the union concerning the proposed 
change. A labor spokesman in the tex- 
tile industry has suggested that man- 
agement should provide such data as 
nature of the change, its approximate 
date of installation, proposed duties 
and job assignments, expected earnings, 
copies of operating studies, time rec- 
ords, listing of old and new job meth- 
ods, and the provisions made for 
workers likely to be displaced.*® 


2. The negotiations themselves will 
require considerable time on the part 
of company personnel including top 
management. 


* A list of typical contract provisions gov- 
erning technical changes is to be found in 
Collective Bargaining Provisions: Union- 
Management Cooperation, Plant Efficiency, 
and Technological Change, U. S. Depart- 
ment of Labor, Bureau of Labor Statistics, 
Bulletin No. 908-10, 1948. 

* Solomon Barkin, “Trade Union Atti- 
tudes and Their Effect upon Productivity,” 
Industrial Productivity (Madison, Wis.: In- 
dustrial Relations Research Association, 
O51), p. 7. 
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3. The union may successfully pre- 
vent the company from introducing the 
most productive methods available. 
The union may bargain the company 
into spreading the introduction of new 
machinery and laborsaving devices 
over a period of years or may prevent 
their introduction entirely. 

From the time that Frederick Taylor 
began his work, labor has carried on a 
militant campaign against scientific 
management. The Commissioner of 
Labor in 1904, for example, com- 
mented on the strong opposition of 
workers to incentive wage systems.® 
Labor achieved a major success in 1915 
when it secured the passage of the 
“anti-stop-watch” rider, which has been 
attached to all subsequent navy, army, 
and post office appropriation bills. The 
rider prohibits the use of any part of 
the appropriation 


for the salary or pay of any officer, man- 
ager, superintendent, foreman or other 
person or persons having charge of the 
work of any employee of the U. S. Gov- 
ernment while making or causing to be 
made with a stop watch or other time- 
measuring device a time study of any job 
of any such employee between the start- 
ing and completion thereof, or, of the 
movements of any such employee while en- 
gaged upon such work; nor shall any part 
of the appropriations made in this act be 
available to pay any premiums or bonus 


*U. S. Department of Commerce and 
Labor, Eleventh Special Report of the Com- 
missioner of Labor: Regulation and Restric- 
tion of Output, 58th Congress, 2nd Session, 
H. Doc. No. 734, 1904, p. 18. Other ex- 
amples of labor’s early opposition to scien- 
tific management are to be found in Robert 
F. Hoxie, Trade Unionism in the United 
States (New York: Appleton, 1920), pp. 
326-48; and J. R. Commons, “Organized 
Labor’s Attitude toward Industrial Ef- 
ficiency,’ American Economic Review, Sep- 
tember, 1911, pp. 463-72. 
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or cash reward to any employee in ad- 
dition to his regular wages. . . .” 

Worker opposition to scientific man- 
agement may have been a factor in the 
rapid growth of unionism in the mass 
production industries during the 1930’s. 
In the automobile parts, railroad, and 
Pacific Coast paper industries em- 
ployers were forced to abandon wage 
incentive plans. In some plants com- 
pany time-study men suffered physical 
violence.’® 

Union opposition to scientific man- 
agement or union participation in time 
studies, the setting of work standards, 
or the operation of wage incentive 
plans is a direct limitation on manage- 
ment’s control of production standards. 
The costs are obvious. First, any lower- 
ing of standards of work performance 
leads to lower production and increased 
unit costs. Such higher costs may mean 
a loss of markets and a decline in 
profits. Second, making scientific man- 
agement techniques subject to collec- 
tive bargaining results in an increase in 
the amount of time required to prepare 
for negotiations and in the actual ne- 
gotiations themselves. Third, the union 
may protest management decisions in 
this area with a consequent increase in 
the number of grievances to be’ proc- 
essed. 

In recent years, however, labor’s at- 
titude toward technological progress 
has undergone some modification, for 
labor has realized that it can benefit 
from improved methods of production 
and higher productivity. To the extent 


" Public Act No. 441, 77th Congress. 

* Solomon Barkin, “The Technical Engi- 
neering Service of an American Trade 
Union,” International Labor Review, June, 


1950, pp. 612-13. 


that this attitude becomes more preva- 
lent, the hidden costs in this area will 
diminish. 


Discipline and Discharge 


To operate its plants properly man- 
agement must have adequate control 
of discipline in the shop. This, of 
course, does not mean military rules 
and regulations. Discipline in the shop 
sumply means working and cooperating 
together in a normal way. To the 


worker disciplinary action can be a { 


serious matter. It may result in his 
demotion, temporary suspension with- 
out pay, or discharge. Discharge means 
the loss not only of a job but also of 
seniority rights, pension rights, and any 
other employee benefits the company 
has. Unions have therefore attempted 
to challenge management’s disciplinary 
actions. There may be a contractual 
provision that a hearing must be held 
before a discharge or a major disciplin- 
ary penalty may be imposed. Unions 
have also utilized the grievance pro- 
cedure to limit management’s right to 
discipline with a consequent increase 
in the number of grievances and arbi- 
tration cases. In addition, management 
has frequently hesitated to discipline 
workers for fear of retaliation by the 
union through strikes and slowdowns. 
Thus, even when a worker has clearly 
violated a rule, management may find 
it difficult to discipline him. 

The union may present a grievance 
claiming that the rule was not fair, 
that it was not sufficiently publicized, 
that it had not been enforced against 
others in the same way, or that leniency 
is desirable because of the worker’s 
previous good record. If the disci- 
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plined worker is important in the 
union, the cry of antiunion activity may 
be raised and management may find 
itself involved in a costly and time- 
consuming National Labor Relations 
Board case. If management retreats on 
a disciplinary action because of union 
_ pressure, it will lose heavily in prestige, 
which can only lead to further infringe- 
ment of its authority in the future. Two 
actual cases will serve to illustrate the 
difficulties management may face in its 
efforts to maintain plant discipline. 

At the Marden Manufacturing Com- 
pany of Auburndale, Florida, a worker 
was discharged for drinking beer dur- 
ing working hours. The union entered 
a grievance. The offense was not de- 
nied, but the union alleged that the 
worker’s foreman and several of his co- 
employees had been drinking beer in 
the plant for several years. The union 
also charged discrimination on the 
grounds that the fired worker was its 
strongest adherent in the plant. The 
case went through the stages of the 
grievance procedure and _ eventually 
went to the National Labor Relations 
Board, which upheld the union and 
ordered the man reinstated with back 
pay.”® 

The Jefferson Standard Broadcasting 
Company operates television station 
WBTV in Charlotte, North Carolina. 
During the course of collective bargain- 
ing negotiations in 1949 several of the 
technicians launched a vitriolic attack 
on the quality of the station’s programs. 
They distributed five thousand hand- 
bills throughout the city disparaging 
the station and its programs. The com- 


” Reported in Employee Relations Bul- 
letin, November 18, 1953, p. 9. 


pany discharged ten of its technicians 
whom it held responsible for sponsoring 
or distributing the handbills. The union 
filed a charge of unfair labor practices 
with the National Labor Relations 
Board, which upheld the company’s 
right to discharge the workers. The 
union carried the case to the District 
of Columbia Circuit Court of Appeals 
and eventually to the United States 
Supreme Court, which also upheld the 
employer’s right to discharge employees 
who attacked the quality of his 
product.”° 


Fringe Benefits 


The cost of fringe benefits such as 
pensions, hospitalization, group acci- 
dent and health insurance, vacations, 
and paid holidays can be calculated 
fairly accurately. However, a fringe 
benefit program may also involve vari- 
ous hidden costs. 

In negotiating with the union on 
group insurance the company will have 
to assemble a considerable amount of 
data on costs, type of financing, cover- 
age, and underwriting arrangements. 
Decisions must be made on such mat- 
ters as whether the plan should be con- 
tributory; whether there should be a 
trust agreement, a welfare fund, self-in- 
surance, or a private insurance carrier; 
whether all employees will be covered 
by the fund; and what the upper limit 
of expenditures will be for the com- 
pany. It is necessary to review the liter- 
ature on group insurance and to study 
union demands, the programs of other 
companies, and tax and legal questions. 


*” Management Record, January, 1954, pp. 
20-21. 
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The Ford Motor Company has 
developed an insurance reference note- 
book which its staff uses when negoti- 
ating with the union.?? The gathering 
and organization of all these data entail 
considerable expense to the company. 
Deductions are made from wages. The 
company makes contributions. Careful 
records must be kept. It may be neces- 
sary to maintain a separate account for 
each employee. All this means extra 
clerical and bookkeeping costs. Insur- 
ance programs require periodic reviews 
as to adequacy of premium income, 
mortality and loss experience, and 
future life expectancy. The company 
may have to engage a consulting actu- 
ary for this purpose. 

Disputes may arise over whether a 
particular employee meets the require- 
ments of the pension plan. Subjects 
which can lead to grievances and even 
arbitration include age of employee, 
number of years of continuous service 
of employee with company, and aver- 
age monthly earnings of employee. 
Management may hope that the pen- 
sion plan will lead to the retirement of 
older workers, with a resultant increase 
in the over-all efficiency of the work 
force which would recover for the com- 
pany part of the original cost of the 
pensions. However, although 65 is the 
normal retirement age, many contracts 
permit the employee to stay on the job 
till 70 or 75, and some specify no com- 
pulsory retirement age at all. In such 
cases the pension plan will not get the 
older workers out of the plant. Such 


Speech by M. A. Themel, Ford Motor 
Company, Industrial Relations Department, 
at American Management Association Con- 


ference on Employee Group Benefits, March 
19, 1954. 


CURRENT ECONOMIC COMMENT 


open-end retirement provisions fail to 


solve the problem of the older worker 


and any resulting decline in labor ef-— 


ficiency increases operating costs. 


Sick leave with pay is now a fairly — 


widespread industrial practice.?? While 


sick leave for hourly paid workers may — 


afford them financial protection against 
the contingency of sickness, it can re- 
sult in substantial additional costs to 
the company. Paid sick leave may lead 
workers to malinger, with a sharp rise 


in unjustified absenteeism. Many em-, 


ployers have been opposed to paid sick! 
leave for this reason. It has frequently — 


been observed that the introduction of 
paid sick leave is followed by an in- 
crease in the sickness rate. Some plans 
specify that the employee is entitled to 
a certain number of days of paid sick 
leave per month. The employees may 
be tempted to treat this simply as 
extra vacation days at company ex- 
pense. There are companies which pay 
the employee for the number of days of 
sick leave he is entitled to but doesn’t 
actually take during the year. Such a 
provision gives tacit recognition to the 
fact that paid sick leave often is, in 
effect, a form of extra vacation. 

It is desirable to acquaint the em- 
ployees with the details of the benefit 
program. This will lead to increased 
communications cost. The company 
may write, publish, and distribute to 
the employees booklets describing the 
fringe benefits. Meetings may be held 
with groups of employees on company 
time. Some benefits may require action 


“ “Sickness and Accident Benefits in 
Union Agreements, 1949,” Labor Manage- 
ment Contract Provisions, 1949-1950, U. S. 
Department of Labor, Bureau of Labor Sta- 
tistics, Bulletin No. 1022, 1951, pp. 16-19. 
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on the part of the employee and he 
may want to consult with the personnel 
department. There is a time cost for 
both the employee and the personnel 
department. 

When contract provisions for an em- 
ployee benefit program are not worded 
precisely, management may find itself 
obligated for higher costs than it origi- 
nally anticipated. Nothing may be said, 
for example, disqualifying an employee 
for benefits during a leave of absence. 
An employee on a lengthy leave of ab- 
sence can then draw such benefits as 
group accident and health, hospitaliza- 
tion, and sickness insurance indefinitely. 

Credit unions are becoming more 
popular. Management usually permits 
several employees to run the credit 
union on company time. Computing 
machines and office space are also pro- 
vided free of charge. Many companies 
provide in-plant medical service. The 
costs of medical personnel and supplies 
are known. However, management may 
overlook the fact that there are time 
costs involved when employees go to 
and from the dispensary. Nonproduc- 
tive time may also be spent at the dis- 
pensary waiting for the nurse or doctor. 
Plant cafeterias are becoming more 
prevalent. While food, equipment, and 
utility costs are known, the rent for 
plant space used may be overlooked. 


Facing Hidden Costs: Two 
Case Studies 


Many companies may feel that the 
problem of hidden costs is an insur- 
mountable one. It is tied in with the 
over-all relationship between collective 
bargaining and management functions. 
There is ample evidence to indicate 


that numerous companies feel that they 
have lost many of their management 
prerogatives.” Shop discipline is lax, 
production standards are loose, the 
grievance machinery is cumbersome 
and restricts managerial action. At- 
tempts to increase productivity by 
technical improvements and scientific 
management are blocked by the union. 
Even when a contract does protect 
management functions the company 
may hesitate to enforce its rights. Most 
agreements give the company the right 
to discipline workers who stage a slow- 
down. Many managements, however, 
have hesitated to discipline such work- 
ers or have given them a slight repri- 
mand. What can be done to keep down 
hidden costs? Consideration of two ex- 
amples of strong assertion of manage- 
ment rights, General Motors and the 
textile industry, will help to clarify the 
problem. 


General Motors 


General Motors has had to deal with 
an extremely determined, militant, and 
aggressive union. The United Auto- 
mobile Workers (CIO) has constantly 
sought to expand the area of collective 
bargaining. It has regularly attempted 
to limit management’s unilateral exer- 
cise of its functions and sought in- 
creased union control over jobs. The 
leaders’ horizons extend to the entire 
economy and, as Victor Reuther has 
expressed it, the UAW has attempted 
to find a solution to the problem of 
economic insecurity by “transforming a 
formless economy 


anarchic into a 


* An extensive discussion of this problem 
is contained in Neil Chamberlain, The 


Union Challenge to Management Control 
(New York: Harper and Brothers, 1948). 
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rational industrial society.”’* Walter 
Reuther has advocated among other 
things the guaranteed annual wage, the 
inclusion of price and profit policies 
within the scope of collective bargain- 
ing, industry-wide conferences, and pro- 
grams for joint union-management 
economic planning in the automobile 
industry. In the 1948 negotiations with 
GM the UAW demands, in addition to 
the usual wage and fringe benefits, in- 
cluded the following: joint time study, 
production standards subject to nego- 
tiation, a grievance procedure calling 
for over 10,000 stewards with a reserve 
of 10 million man-hours of company- 
paid time in which to process griev- 
ances, all job assignments to be made 
on the basis of seniority, subcontracting 
of work in a plant to be subject to 
negotiation and prior approval by the 
union, deletion of the no-strike clause, 
and a concession by the company that 
no employee could be transferred to an- 
other job without his consent. In the 
1950 negotiations the union again 
sought greater control over jobs. The 
union repeated many of the 1948 de- 
mands, including those for an increased 
number of stewards and committeemen 
on company time, union participation 
in the setting of production standards, 
broader jurisdiction for the arbitrator, 
and modification of the job transfer 
clause. 

General Motors’ management has 
proven itself to be extremely tough, 
able, and efficient. It has not hesitated 
to vigorously oppose the UAW. Repre- 
sentatives of the company have pointed 


“ Quoted in F. H. Harbison, “The Gen- 
eral Motors and United Auto Workers 
Agreement of 1950,” Journal of Political 
Economy, October, 1950, p. 404. 
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to four major objectives in its labor 
relations program: (1) the preserva- 
tion and improvement of the corpora- 
tion’s well-being; (2) the stabilization 
of labor relations with the unions on a 
predictable and_ businesslike basis; 
(3) the complete retention of manage- 
ment rights and the unilateral freedom 
to carry out its management functions 
without any union interference; and 
(4) the use of collective bargaining to 
strengthen the existing economic sys- 


tem.”” The company has not opposed 
collective bargaining; on the contrary, ! 


according to its spokesman it has felt 
that collective bargaining was a means 
of strengthening the competitive free 
enterprise system. However, manage- 
ment has emphasized the imperative 
need to prevent what it regards as the 
unjustified extension of the area of col- 
lective bargaining and, in particular, to 
restrain the union from invading the 
area of managerial rights and func- 
tions.”° 

The company refused to make any 
concessions either in the 1948 or in the 
1950 negotiations which would limit its 
management prerogatives or impair its 
freedom to run the plants efficiently. 
Article 8 of the 1950 agreement gives 
GM the sole responsibility to hire, pro- 
mote, discharge or discipline for cause, 


* A useful general discussion of General 
Motors’ labor policy with considerable back- 
ground material is contained in F. H. Har- 
bison and R. K. Dubin, Patterns of Union 
Management Relations (Chicago: Science 
Research Associates, 1947), pp. 15-100. 

** This sentiment has been well expressed 
in talks by two GM officials: Alfred P. 
Sloan, Why the Confusion, speech to the 
American Petroleum Institute, November 13, 
1946; and Charles Wilson, Legislation for 
Labor Peace, statement made to the U. S. 
Senate Committee on Labor and Public 
Welfare, February 5, 1947. 
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and maintain the discipline and effi- 
_ ciency of employees. The same article 
also makes the products to be manu- 
factured, location of plants, schedules 
of production, and methods, processes, 
and means of manufacturing the sole 


__and exclusive responsibility of manage- 


ment. GM has consistently demanded 
restrictions on the number of labor re- 
lations matters subject to joint deter- 
mination by the company and _ the 
union. 

The company recognizes that sen- 
iority has a proper place, and it has 
detailed written seniority agreements in 
each plant which spell out in detail the 
order of layoff and rehire. However, 
the company has insisted on its uni- 
lateral authority to hire, promote, and 
transfer employees. GM feels that sen- 
iority rules must be practical, and dur- 
ing negotiations it has gone to great 
lengths to prove this to the union. In 
1948, for example, GM prepared a 55- 
page answer to the union’s demand 
that all promotions and transfers be 
made according to seniority. The study 
was detailed and factual and demon- 
strated that the union’s demand was 
impractical. As an astute bargainer the 
company has been willing to compro- 
mise when necessary and the promotion 
clause (63a) in the agreement reads: 
“In the advancement of employees to 
higher paid jobs when ability, merit 
and capacity are equal, employees with 
the longest seniority will be given pref- 
erence.” This sentence has not been 
changed since 1941, and GM feels that 
it provides the proper balance between 
recognition of ability, merit, and capac- 
ity and seniority while retaining for 
management its sole responsibilities in 
this area. 


GM believes that the maintenance of 
discipline and efficiency in the shop is 
a major management responsibility and 
has therefore refused to yield this re- 
sponsibility or to share it with the 
union. The company has had a consist- 
ent policy of disciplining workers re- 
sponsible for leading strikes and 
stoppages in violation of the no-strike 
pledge in the agreement. It has taken 
such disciplinary cases to the impartial 
umpire and has been quite willing to 
take on the burden of proving the 
charge of leadership of illegal strikes 
and stoppages. Its disciplinary actions 
in such cases have usually been upheld 
by the umpire. Similarly, the company 
has been resolute in the exercise of its 
unilateral authority to discharge work- 
ers for proper cause. 

Although GM recognizes the value of 
a grievance procedure and the contract 
spells out in detail the four steps in the 
grievance machinery, the company has 
insisted on the need to maintain effec- 
tive control over shop stewards and 
committeemen. The time which stew- 
ards can spend on grievances is defi- 
nitely limited. They are required to 
report regularly to their own foremen 
and must obtain his permission before 
leaving their jobs. When entering a 
department other than his own, the 
steward must notify the foreman of that 
department of his presence and pur- 
pose. GM expects that when stewards 
leave their jobs to handle grievances on 
company time they will do so promptly 
and efficiently and will not abuse the 
privilege. GM has entered grievances 
against the union on misuse by stewards 
of this company-paid time. 

GM has been extremely firm in its 
determination to maintain production 
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standards at a satisfactory level. Where- 
as many unions have successfully re- 
sisted management efforts to tighten 
standards, GM has been very tough 
with the UAW in its constant efforts to 
improve standards. The question is not 
one of speed-up, but of basing stand- 
ards on a reasonable estimate of a fair 
day’s work. Management has the sole 
authority to set such standards. GM 
has indicated that it will vigorously 
oppose any effort by the union to un- 
dermine its unilateral authority in this 
area. The UAW, well aware of this at- 
titude, has been extremely cautious in 
authorizing strikes on matters pertain- 
ing to production standards. The use 
of the annual improvement factor 
further strengthens management’s hand 
in raising plant productivity, for the 
union cannot very well oppose tech- 
nological improvements and job modi- 
fications when they make possible the 
five annual improvement increases of 
four cents per hour. 

GM has steadfastly refused to discuss 
issues such as production standards, 
which it does not consider a proper sub- 
ject for collective bargaining. For the 
same reason Reuther’s attempt to relate 
wages to prices and profits in the 1945- 
46 negotiations was flatly rejected by 
the company. It was stated unequivo- 
cally that the prices charged by the 
company were of absolutely no concern 
to the union. The contract itself spells 
out quite definitely the matters subject 
to collective bargaining. Furthermore, 
GM has not simply sat back to await 
the union’s proposals. Rather, it has at- 
tempted to seize the initiative in bar- 
gaining. The five-year contract and the 
wage formula, for example, were pre- 
sented by GM. Such initiative seems to 


have checkmated the union. It is prob- _ 
ably fair to say that in the 1950 agree- — 
ment GM did not accept the union’s © 
ideas. Rather, the UAW bought the — 


company’s proposals. 
In summary, General Motors, 
through its firm dealings with the 


UAW, has succeeded in maintaining its _ 


managerial prerogatives. The union’s 
attempt to gain control over jobs has 
been successfully resisted. Management 
has the sole responsibility to set produc- 
tion standards and to determine the 


methods and equipment used in manv- ' 


facturing. Promotions and transfers are 
not determined by seniority. The union 
has acknowledged management’s right 
to discipline and discharge for cause, 
and to maintain the discipline and effi- 
ciency of the employees. GM has been 
able to maintain its production stand- 
ards at a satisfactory level and has 
succeeded in minimizing many of the 
hidden costs lurking in the labor agree- 
ment. 


Textile Industry 7’ 


In the textile industry there has been 
a strong effort by management to 
achieve effective utilization of the work 
force and to tighten production stand- 
ards. The textile industry in this coun- 
try is an extremely old one. Many 
individual companies date back to the 
early nineteenth century. Workers 
established strong traditions as to what 
was a proper work load and what con- 
stituted a fair day’s work. In many 
cases managements became lax and 


* The material for this section was secured 
from a variety of sources including trade 
publications, union reports, and interviews 
with both textile company officials and union 
officers. 
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permitted a general invasion into the 
area of managerial rights by unions and 
_ workers. 

During World War II and in the 
postwar period many structural changes 
occurred in the industry. New and ag- 
gressive management groups bought up 
old companies. Additional capital was 
provided. Mergers and consolidations 
took place, and new vertically inte- 
grated companies appeared. Compe- 
tition in the industry greatly increased. 
There were two main competitive pres- 
sures on management: first, to meet 

market demands for new products, and 
_ second, to meet competitive prices. The 
first is a style factor. The introduction 
of synthetic fibers has further accentu- 
ated the need to adjust to rapid change. 
Textile management found that to 
meet this ever-changing pattern of de- 
mand it had to have the freedom to 
make adjustments in work assignments 
and production schedules. The second 
of the two pressures involves compe- 
tition between companies on price. To 
meet the challenge managements had 
to reduce costs, particularly labor. New 
machines, processes, and methods had 
to be introduced to increase produc- 
tivity. 

Numerous changes in textile tech- 
nology in recent years have permitted 
methods. 
and 


manufacturing 
sturdier 


improved 
First, machines 
speedier, and breakdowns are less fre- 
quent. Second, the yarns used have 
been improved. Preliminary processing 
of the yarns assures better work. Raw 
materials are tested for uniformity. The 
result is a great decline in the incidence 
of breakage while the work is in proc- 
ess. Third, improved factory layouts 
have increased internal operating efh- 


are 


ciency. Fourth, productivity has been 
raised by such things as air condition- 
ing, improved lighting, and better 
housekeeping. All of these have de- 
creased the time required to tend a ma- 
chine. Management has therefore at- 
tempted to reduce labor costs per unit 
by increasing the number of machines 
which each worker is required to tend. 

A special word is required concern- 
ing the level of the work load. The 
textile industry has a unique work-load 
problem. The textile worker does not 
operate the machines, but rather tends 
and services them. He does not feed 
the automatic machine raw materials, 
nor does he control its speed or opera- 
tions. His primary function is to keep 
the machines in operation. Work as- 
signments are usually in terms of the 
number of machines to be tended. Con- 
flict has developed in this sphere. The 
worker has sought a stabilized machine 
assignment. Management, however, has 
attempted to increase the number of 
machines tended by each worker as the 
amount of time required to tend a ma- 
chine decreased. 

To a great extent, work loads, par- 
ticularly in the northern mills, were 
based on tradition. As the time required 
to tend a machine decreased, manage- 
ment felt quite justified in increasing 
the number of machines which each 
worker was required to tend. Time 
studies also indicated that standards 
were extremely loose and management 
set up new standards on a tighter basis. 
Northern mills, burdened with higher 
wage costs, were hard put to meet the 
price competition from southern mills 
and pressed for these improvements. 
Workers, accustomed to a set machine 
assignment and a long-established work 
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pace, refused to accept these changes 
and pressed the union for action. 
Several of the textile union officials felt 
that higher work loads were justified 
and were necessary if many mills, par- 
ticularly in the North, were to survive 
in the competitive price race. However, 
a union is a political organization and 
it had to respond to the pressure from 
the membership. Employer efforts in 
such matters as higher work loads, 
changed methods of pay, reclassifica- 
tion of jobs and job content, increased 
loom speeds, and modified work assign- 
ments were vigorously opposed by the 
union. 

In the collective bargaining agree- 
ments management has been able to 
assert its prerogative of determining 
the methods and means of manufac- 
ture. The agreement between the union 
and the Fall River Textile Manufac- 
turers Association and the New Bed- 
ford Cotton Manufacturers Association 
contains the following provision: “The 
Employer shall have the right to change 
or introduce machines, processes and 
methods of manufacture for the pur- 
pose of insuring the efficient operation 
of the mill and utilizing the employees’ 
working time most productively and 
without adversely affecting the “work- 
ers’ physical or mental condition or 
causing undue fatigue. Scientific job 
analysis, including time studies, may be 
prepared by the Employer as the basis 
for establishing fair work assignments.” 

However, the union has been able to 
impose some restrictions on manage- 
ment. In many of the contracts man- 
agement is required to inform the 
union before any new machinery is in- 
troduced and before any change is 
made in work loads and work assign- 
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ments. The company can put these 
changes into effect for a trial period. 
The union has the right to make these 
changes the subject of grievance pro- 
cedure, including arbitration. The 
union has used this privilege frequently, 
and there have been a large number of 
arbitration cases in the textile industry 
based on technological changes, in- 
creased work loads, and modified work 
assignments. 

In summary, while the union has op- 
posed management’s unilateral at- 
tempts to set work loads and introduce 
technological changes, it has compro- 
mised on many issues. Since the end of 
World War II new machinery has 
been introduced, loose standards have 
been tightened up, work loads have 
been raised, and the over-all level of 
productivity in the industry has been 
improved. 


Concluding Note 


This article has attempted to high- 
light those phases of the collective bar- 
gaining agreement which can lead to 
hidden costs. Although essentially a 
management problem, hidden costs are 
also of concern to labor. Labor has a 
direct interest in higher productivity, 
increased levels of output, and lower 
production costs as these make possible 
higher wages and expanding employ- 
ment opportunities. To the extent that 
production expenses are increased as a 
result of hidden costs, the company’s 
ability to compete in the market is re- 
stricted. This can reduce its ability to 
pay higher wages and may also limit 
job possibilities. Both management and 
labor, therefore, share a common inter- 
est in reducing hidden costs and in- 
creasing productivity and output. 
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WE OFTEN HEAR IT SAID that economic 
conditions have a great deal to do with 
the outcome of elections. Regardless of 
how efficiently the party in office has 
governed, how noble its promises, or 


‘how able its candidates, all these are 


likely to be overlooked if economic con- 
ditions have been bad during the year 
preceding the November elections. 
Likewise if economic conditions have 
improved, the voting public is generally 
in a forgiving mood and will return 
the administration to office. We may 
accept these as safe generalities. Are 
they applicable in the same degree to 
mid-term elections and to presidential 
elections? 

The voting public in mid-term elec- 
tion years deals more critically with the 
party in power than the course of eco- 
nomic conditions would seem to indi- 
cate. A slight decline in industrial 
production and consequently in em- 
ployment tends to bring substantial 
losses in the number of congressional 
seats held by the party holding the pres- 
idency. In fact, the party in power is 
apt to lose seats in Congress at a mid- 
term election even when there has been 
some economic improvement. In presi- 
dential years the public tends to deal 
less critically with the party in power 
provided the production index is favor- 
able or not sharply unfavorable. It 
takes a major economic decline to 
throw the party in power out of office 
in presidential election years. Then a 
loss in congressional seats will be pro- 


portional to the index decline or even 
more than proportional. This at least 
has been the experience during the past 
37 years (1918-54). 

Why, it may be asked, has the voting 
public been more tolerant of the admin- 
istration in presidential years than in 
mid-term elections? There are various 
explanations. Perhaps voters at mid- 
term elections are more alert, more in- 
terested, and more critical citizens. 
About two-thirds as. many persons 
normally vote in mid-term elections as 
in the presidential ones. The others be- 
come interested enough to vote only 
once every four years and even then 
they are not interested enough to want 
a change in administration unless 
things have taken a decided turn for 
the worse. Also in presidential election 
years attention is centered on the presi- 
dent and on how good a job he has 
done. If he has done reasonably well, 
the electorate votes to keep him in 
office. In doing so, many voters are 
inclined to vote for congressmen of the 
same party. 

Another explanation is that the be- 
havior of the voting public in presi- 
dential election years is less clearly pre- 
dictable than it is in mid-term election 
years, at least so far as congressional 
seats are concerned. Sometimes the 
winning party will get far more seats 
than would seem to be indicated by the 
rise or fall in economic conditions; 
sometimes it will get fewer. Factors that 
are not economic have more influence 
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Table 1. Comparison of Federal Reserve Board Index of Industrial Production 
and House of Representatives Results, 1918-54 


FRB index of House seats of 
industrial production administration party 
1947-49 Percent Percent Follows Follows 
Year =100 change change mid-term | presidential 
(First ten | from two Number* from two pattern election 
months, years years pattern 
adjusted) earlier earlier 
(1) (2) (3) (4) (5) (6) (7) 
TOUS Rice eeawd | Mister DOP te Seheeroe 240 D’s 
EAD rent ons Ae ie a DEN eas ee c 132 D’s —45.0 Yes 
(300 R’s) 
ISIE eS Soca 38 .3 8.2 223 R’s —25.7 Yes 
1S SO erome.cae 43.8 +14.4 247 R’s +10.8 Yes 
ISASe 6S 56a bil 77 +16.9 237) 1Res —4.0 Yes 
artes 5 oie 52.8 aradad! 268 R’s jRulsetl Yes 
OBO) Seats. ancee 50.0 Se 218 R’s — See Yes 
NOB 2 alazs = sacs BM 72 —37.6 117 R’s —46.3 Yes 
(313 D’s) 
1) Ee. eeeereeaer 40.2 +28 .8 S22 aS SAS) No 
IES erogaeotoroiencion 54.3 SOO 334 D’s So Yes 
SS cretewaceas ster 46.3 —14.7 262 D’s SA Xe Wes 
ZOE ots tere 65.3 +41.0 268 D’s Ree Yes 
SY: PAs Somes 104.0 =O 9ES 222) Dis le Yes 
LQAA Sis eeots WAS). I +20.9 243 D’s ae Yes 
DAG Es 5 sucecs 89.2 — 29/50 188 D’s —22.6 No 
AIS, A See See 103.6 +16.1 263 D’s +39.9 Yes 
OS OS pera: aisenees 110.5 Siren 235 D’s OG Yes 
WSS 2s 2, eee 1207 selOs ZiSIDis —9.4 No 
(221 R’s) 
WO BA cuss cere 124.1 “pare 203 R’s Sei Yes 


* Total membership in the House during this period was 435. In most elections a few seats 
were won by one or more minority parties. 

> The Federal Reserve Board index of industrial production began in 1919. It has recently 
been revised and put on a 1947-49 base. 

° According to Dessirier’s index of industrial production (adjusted for population), industrial 
production in the United States in the full year of 1920 was less than 1 percent higher than 
for the full year of 1918 (114 as compared with 113). Bulletin de la Statistique generale de la France, 
XVIII, 103. This index shows growth and decline percentages similar to those of the FRB 
index in other nearby years. But there was almost certainly growth leading up to November 
of 1918 which was both election month and Armistice month. On the other hand, there was a 
decline in 1920 in the FRB index from January through October (44 to 39, or 11 percent). 
November alone then registered another 10 percent drop, presumably the result of reduced 
production because of workers laid off just previously. 


Sources: Continuation to 1952 of Historical Statistics of the United States, 1789-1945, pp. 43 and 
74; Federal Reserve Bulletin, 1953 and 1954 issues; Lincoln Library, Essential Information, p. 387. 


on the thinking of this larger electorate. 
War disillusionment in 1920, 1940, and 
1952 apparently hurt the party in 
power. 

A third explanation, and the sim- 


plest, is that in every presidential elec- 
tion since 1918 except two (1920 and 
1932) economic conditions had im- 
proved since the mid-term election two 
years before. In the other two instances 
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economic conditions had definitely de- 
teriorated. Where the economic con- 
ditions had improved, the administra- 
tion was returned except in one case 
(1952). Where they had deteriorated, 
the administration was turned out. In 
the 1952 exception, war disillusionment 
and other factors operated strongly 
against the party in power. 

Table 1 helps to illustrate the pat- 
terns of the public voting at mid-term 
and presidential elections. It compares 
the Federal Reserve Board’s index of 
industrial production (adjusted) and 
the number of seats won in the House 
of Representatives by the party holding 
the presidency. Column 2 shows the 
FRB index for the 10-month period be- 
fore the November election. Column 3 
shows the percentage rise or decline in 
the FRB index compared with the 10- 
month period before Election Day two 
years previous. No effort has been made 
to bring the in-between year’s trend 
into the picture. It is assumed that the 
public’s memory is short and people are 
primarily influenced by how well off 
they are in the election year itself. 
Column 4 shows the number of House 
seats won by the administration party, 
and column 5 shows the percentage of 
rise or decline in House seats compared 
with the previous election. Column 6 
simply states whether the mid-term 
election followed the pattern that might 
be expected from the behavior of the 
FRB index compared with the index 
before the previous election. A pattern 
is clearly visible for mid-term elections. 
The loss of House seats is usually 
greater than the decline in the FRB 
index of industrial production. In fact 
the party in power lost seats in four 
cases when the index had gone up 


(1926, 1942, 1950, and 1954). That 
happened only once in a presidential 
election (1952). Mid-term elections 
follow the expected pattern in every 
case but two (1934 and 1946). And 
column 7 states whether the presiden- 
tial election follows the pattern ex- 
pected of it, namely a victory if the 
FRB index is higher than it was two 
years before and a defeat if it is lower 
than two years before. It follows the 
pattern in every case but one (1952), 
although 1920, 1936, and 1940 require 
some explanation. 

Let us now examine each of the 
various elections. The nation seemed 
prosperous at the end of World War I 
but that prosperity suddenly ended in 
mid-1920. By election time in Novem- 
ber a serious slump had been under 
way since early in the year. Disillusion- 
ment over the war had also set in by 
this time as witness our refusal to join 
the League of Nations that President 
Wilson had designed. The Democrats, 
who had been in office all during 
World War I, lost the presidential elec- 
tion of 1920 and they also gave up 108 
seats in the House. 

By late 1922 economic conditions 


- were only slightly worse than they had 


been in 1920 but they were getting 
better instead of worse. Nevertheless 
the Republicans lost 77 seats, which 
was quite a defeat. Yet the Republi- 
cans came back in 1924 even though 
economic conditions had improved only 
moderately over 1922. They kept the 
presidency and gained back 24 House 
seats. By 1926 economic conditions had 
improved moderately over 1924, yet in 
this mid-term election the Republicans 
lost 10 seats. Economic conditions had 
improved slightly by 1928 over 1926 
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but the stock market boom perhaps 
made them seem better than they were. 
The Republicans registered a resound- 
ing triumph in that presidential elec- 
tion and took back 31 seats. 

By 1930 the depression was under 
way although 1930 does not compare 
at all unfavorably with 1928. But con- 
ditions were now deteriorating instead 
of improving and confidence was 
shaken. The Republicans lost 50 seats 
and kept control of the House by a 
margin of only one seat. This was a 
substantial loss. The depression got 
much worse by 1932, which was the 
low point on the Federal Reserve 
index. The Republicans lost the presi- 
dency and another 101 seats, a deva- 
stating defeat. 

The worst of the depression had 
passed by 1934 and the nation grate- 
fully gave the Democrats another 9 
seats. There were not many more to 
give, for the Democrats already had 
three-fourths of them. Despite the fact 
that the FRB index was moderately 
above its 1932 level, the Democrats 
fared better in this mid-term contest 
than the administration party usually 
does. This is the only time in the last 
35 years when the administration party 
gained seats at mid-term. By 1936 there 
was substantial economic improvement 
and the Democrats, led by Franklin 
Roosevelt, won the presidency over- 
whelmingly and added another 12 seats 
in the House. This was their high 
point. Probably the chief reason they 
did not make greater House gains was 
that they already had all but a hundred 
seats. 

A new depression had set in by 1938, 
the FRB index fell moderately, and the 


Democrats lost 72 seats, a serious loss. 


Even so they turned around and won | 
the presidential election of 1940. Owing | 


in large part to the war in Europe, 


economic conditions had improved sub- | 


stantially by 1940. The Democrats went 
ahead by only six House seats, however. 
It was a disappointing gain in that 
quarter. This does not conform well to 


the presidential-year election pattern | 
for that reason even though the party | 
in power won. By 1942 economic con- | 
ditions were substantially better than _ 
in 1940 but the United States was not! 


yet doing well in the war. The Demo- 
crats lost 46 seats. This was not sur- 
prising in a mid-term election. In 1944, 
with economic conditions still better, 
and the military situation also im- 
proved, the Democrats elected Roose- 
velt for the fourth time and recaptured 
23 seats. 

By the mid-term election of 1946 
economic conditions were substantially 
worse and labor unrest was serious. 
The public reduced the Democrats’ 
seats by 55 and the Republicans got 
control of the House. This is one of the 
two times (1946 and 1954) in the past 
35 years when the opposition party has 
won control of the House in the mid- 
term election. It was a serious blow to 
the Democrats. Yet the decline in the 
FRB index suggests they should have 
lost even more seats. 

Economic conditions improved mod- 
erately in the next two years. Even so, 
few expected President Truman to win 
the 1948 election. He did, however, and 
the Democrats regained 75 seats in the 
process, a very substantial gain. By 
1950 economic conditions were slightly 
better although we were now at war 
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in Korea. The Democrats suffered a 
loss of 28 seats. Such a setback hardly 
_ presaged the loss of the presidency in 
1952 if economic conditions should im- 
prove and they did improve slightly. 

The Republican capture of the presi- 
dency in 1952 does not fit the general 
pattern. The explanations for it are 
probably not economic. The Republi- 
cans had a popular candidate, the 
country was tired of war, and the 
Democrats had had the presidency for 
a long time. The Republican victory 
in the House was by a very narrow 
margin — only 7 seats. By 1954 eco- 
nomic conditions were only slightly 
better than in 1952. They had been 
noticeably better in early 1953 and then 
got worse again. Under the circum- 
stances a setback was to be expected 
for the party in office, and it came. The 
Republicans lost 18 seats, a small loss 
actually. But since their margin of vic- 
tory had been so close in 1952, this 
loss cost them control of the House. For 
only the second time in 35 years the op- 
position party won control of the House 
at mid-term. 

What does all this presage for 1956? 
Unless economic conditions become 
much worse, as in 1920 and 1932, or 
world political conditions become 
worse, as in 1940 or 1952, the Repub- 
licans should be able to keep the presi- 
dency and regain control of the House. 
The Republicans had more serious 
losses in 1922 and recovered and the 
Democrats had more serious losses in 
1938, 1942, and 1946 and recovered. 
Admittedly, improving economic condi- 
tions helped in each instance. Also it 
should be kept in mind that the Repub- 
licans, now being a smaller party than 


the Democrats, cannot stand as much 
economic adversity as the Democrats 
and still win. 

There is another possibility that has 
not been explored in the foregoing 
analysis. Eisenhower might not run 
again but choose to retire to his Gettys- 
burg farm. We are not concerned here 
with whether a military man could 
refuse the draft of his party to run 
again, or whether he could hope to 
retire happily knowing he might have 
to watch the opposition party handle 
things in a different manner than he 
would have. The question, instead, is 
what election results might be expected 
if he should withdraw. Again let us 
look at the limited historical record. 
On eight occasions in the past either 
the president has said he would not run 
a second time or his party has chosen 
not to ask him to run. The eight presi- 
dents were ‘Tyler, Polk, Fillmore, 
Pierce, Buchanan, Johnson, Hayes, and 
Arthur. All eight lived in the middle 
of the last century. Four of them were 
vice-presidents elevated to office by the 
death of the president. Two who were 
presidents announced early that they 
would remain for only one term. The 
other two presidents were singularly 
weak candidates. Analogy is difficult 
under the circumstances. 

Did these mid-nineteenth century 
presidential elections follow our twen- 
tieth century economic pattern for 
presidential elections, that is, defeat of 
the party in power if economic condi- 
tions were worse and victory if eco- 
nomic conditions were better? There 
is no FRB index for that period, but 
we have Willard Thorp’s Business 
Annals which tells us in a general way 
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Table 2. Outcome of Presidential Elections in which Administration 


Party Chose a New Candidate, 1844-84 


Economic Economic Did 
; Election situation situation Result of | result 
President SR year two years election election | follow 
earlier year pattern? 
(1) (2) (3) (4) (5) (6) (7) 
John Tyler 1841-45 1844 Depression Depression, Defeat No 
revival 

James Polk 1845-49 1848 Mild depres- | Mild depres- | Defeat No 
sion sion, revival 

Millard Fillmore 1850-53 1852 Prosperity Prosperity Defeat No 

Franklin Pierce 1853-57 1856 Recession, Prosperity Victory Yes 
depression 

James Buchanan 1857-61 1860 Depression Prosperity, Defeat Yes 

recession 

Andrew Johnson 1865-69 1868 Mild depres- Revival Victory Yes 
sion 

Rutherford Hayes | 1877-81 1880 Depression, Prosperity Victory Yes 
revival 

Chester Arthur 1881-85 1884 Prosperity, Depression Defeat Yes 
recession 


Source: Willard L. Thorp, Business Annals (New York: National Bureau of Economic 


Research, 1926), pp. 123-34. 


what the economic conditions were in 
any given year. 

Table 2 shows that in five of the 
eight cases in which the party shifted 
leadership, it lost the election. (See 
column 6.) And in five of the eight 
cases we would have expected what 
did happen if we judged by our eco- 
nomic criteria. (See column 7.) Since 
then, even under adverse circumstances, 
as in 1912, 1932, or 1948, the p&rty in 
power has seen fit to renominate its 
candidate rather than to cast him off. 
It would appear that if Eisenhower 
does not run in 1956, this will somewhat 
jeopardize the Republican chances of 


success. The limited number of lessons 
of political and economic history points 
that way. 

In summary, elections reflect eco- 
nomic conditions. Mid-term elections 
reflect them more sharply than presi- 
dential elections. In the past 37 
years it has generally taken a serious 
economic decline in presidential elec- 
tion years to oust the party in power. 
Economic history suggests that the 
Republicans should win without diffi- 
culty in 1956 if economic conditions 
stay good and if Eisenhower runs. 
Otherwise there is considerable likeli- 
hood that the Republicans will lose. 


Books Reviewed 


The Attack on Big Business. By J. D. 
Glover (Boston: Division of Re- 
search, Harvard Business School, 


1954, pp. xvi, 375. $4.00) 


The purpose of this study of big busi- 
ness is to examine the literature, discern 
any pattern there might be, and sum- 
marize the attack on it. The information 
is “. . . primarily for use by thoughtful 
business leaders” who, it is hoped, will 
“. . . take initiative in supplying the 
public with more facts about their own 
companies than ever before.” 

Glover divides the attack on big busi- 
ness into three parts, the economic, the 
political and social, and the ethical and 
moral. After almost three hundred de- 
tailed pages of analysis he concludes 
with a critique of the critics and pre- 
scriptions for action. 

The economic attack has two main 
points: that big business is inefficient 
and that big business is monopolistic. 
The charge of inefficiency, he states, has 
failed to “stick.” The initiative here has 
been on the side of big business. The 
critics contradict themselves by claiming 
big business is monopolistic and efficient 
and has, therefore, too much power, but 
conversely that it is monopolistic and 
inefficient and must, therefore, be made 
to compete. Further, the charge of in- 
efficiency is the one criticism which has 
“. . failed to win any widespread sup- 
port from the public at large.” 

On the charge of monopoly, which 
he traces from the turn of the century, 
economists argued that big businesses 
had some competitors and, more im- 
portant, potential competitors if they 
overplayed their hand. As late as 1932 


textbook writers like Fairchild, Furniss, 
and Buck followed John Bates Clark in 
arguing that enforcement of the anti- 
trust laws, alone, would provide the 
beneficent effects of competition. In the 
exposition of systematic theory even 
Marshall provided for only two cate- 
gories of firms, representative and 
monopolistic. The textbook writers were 
hard pressed to find an example of pure 
monopoly except for the local water 
company. “All other situations, includ- 
ing big business, fell — perforce — into 
the one remaining category, ‘competi- 
tion.’ The critics were stymied.” Even 
a paper like Frank Edgeworth’s 
“Theory of Monopoly” was a mere 
“.. . Curiosity of pure logic.” Until 
the early thirties, according to the au- 
thor, “widely accepted [economic] doc- 
trines favored the defenders, not the 
critics of big business. On the charge 
of monopoly, big business as such 
seemed to have been acquitted.” 

The serpents in this paradise were 
Professor Chamberlin and Mrs. Robin- 
son whose “new concepts . . . seemed to 
confirm the charges that the critics of 
big business had been advancing for 
decades.” They provided a “.. . theo- 
retical basis for the contention that big 
business was monopolistic.” The entry 
of new firms would not eliminate all 
monopoly profits, prices would be 
higher and quality lower than in pure 
competition, and there could not be 
freedom of entry where product differ- 
entiation prevailed. Economists might 
search long and hard for the pure 
monopolist but now there were the 


“oligopolist” and the Big Three and 
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the Big Four to replace the local water 
company. 

Glover complains that for those who 
believe in big business there is not, even 
at this late date, “. . . a fully developed 
logic which reconciles and integrates the 
big corporation with the very basic, 
traditional justification of laissez-faire 
capitalism.” The proponents cannot 


commandeer the support of “. ... a 
nicely integrated, elegantly elaborated 
ideology.” 


If big business has fared poorly at 
the hands of economic critics, it has 
been devastated by the social-political 
and ethical-moral criticism. The author 
traces the political and social criticism 
from the “. . . mixed reception given 
... to Alexander Hamilton’s Report on 
Manufactures’ down through Jackson’s 
attack on the Second Bank of the 
United States, Bryan’s Populism, La- 
Follette’s Progressivism, and Fabian 
Socialism to Chesterton and Belloc, 
whose criticisms Graham Wallas de- 
scribed as an attempt “. . . to recreate 
the ideal Catholic peasant proprietor- 
ship in a world of railways and fac- 
tories.” The least of the charges include 
those that big business plutocracy un- 
_ dermines democracy and leads to total- 
itarianism. Charges that big business 
controls the school system and the press 
are quoted from such varied sources as 
Thorstein Veblen and Westbrook Peg- 
ler. Critics from George Norris to The 
Christian Century assert that it “runs 
the Government.” The determinists 
allege that it creates fascism. 

The ethical-moral critics complain of 
excessive materialism, irresponsible indi- 
vidualism, and of the baneful, inhuman 
civilization of big business. The author 


cites T. S. Eliot, Max Weber, R. H. 
Tawney, The Death of a Salesman, and 
numerous papal encyclicals. 

In his short critique of the critics, a 
third of which is devoted to thanking 
them, Glover states that one would 
gather from their writings that our 
standard of living has fallen, that de- 
mocracy is on the wane, and that the 
spiritual level of the country has been 
sinking. None of these woeful results is 
with us, according to the author. Critics 
assert that the businessman’s exclusive | 
motivation is economic gain, an error | 
compounded too often by the business- 
man’s own misguided statements. Other 
sources of error, according to the au- 
thor, include the use of stereotypes, the 
attempt to interpret the world by mech- 
anistic and materialistic philosophies, 
biased perceptions (the robber barons) 
and the uniformity of the criticism in 
“its static, even Utopian, quality.” 

Professor Glover also praises the crit- 
ics, for the world is not perfect and 
some of the big corporations “. . . have 
indeed been guilty of moribund policies; 
persistent inefficiency; . . . monopolistic 
practices; . . . and social irresponsibil- 
ity.’ With amazing understatement he 
argues that ““When the number of un- 
employed approached catastrophic lev- 
els, critics of business, it seems to me, 
were more active than business leaders 
in seeking remedies.” He admits that 
some of the critics speak with consider- 
able authority and that they are obvi- 
ously well received by large numbers of 
people. “In short, a lot of what the 
critics say seems to make sense to a 
large fraction of the American people.” 
Behind the criticism are “. . . people’s 
basic hopes and aspirations.” We want 
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an economic base for living and we 
want it with a degree of certainty. But 
even more, the author argues: 

We also want to be sure of an increas- 
ing measure of full democracy. We want 
the country to be run by and for all the 
people. We want opportunity for self- 
realization for each and every individual. 
And a majority of the American people, 
it seems, have misgivings to some degree 
that big business shares this aspiration. 


Even a moderate like Sidney Hook can 
inquire why “. . . the fight for civil 
liberties, for academic freedom, for 
minority rights is left largely to bishops, 
lawyers, and professors?” 

Finally, it is the author’s judgment 
that “. . . far beneath a lot of the neg- 
ative feeling about big business there 
lurk questions whether, indeed, the pri- 
vate enterprise system is a morally good 
one, and whether large corporations... 
are morally good institutions.” 

Nonetheless, Glover rejects “. . . the 
philosophies of materialism and deter- 
minism manifested in so much of the 
criticism” and asserts that no objective 
person can believe big business is run- 
ning the country or pushing us to total- 
itarianism. He believes, further, that big 
business has created large opportunities 
for individual self-realization and that 
the moral climate of large corporations 
and the moral quality of their actions 
“. . does not compare unfavorably 
with the general moral climate of the 
country and the quality of the actions 
of its citizens.’ One wonders, however, 
if Glover’s ability to assert the defense 
of big business does not arise, in large 
part, from the reforms which the critics 
have brought about? 

Professor Glover prescribes action in 
four main areas. Big businessmen can 


clarify their own thinking as to the real 
nature of the corporation and “. . . free 
business thinking from . . . accepting the 
very same unrealistic stereotype of the 
corporation” as the critics proclaim. 
They can broaden corporation goals to 
accomplish more than economic goals. 
They can convert these goals into reali- 
ties by administrative skill and compe- 
tence. Finally, they can sponsor research 
directed toward extending social skills, 
and make opportunities available to ed- 
ucators to learn the realities of how 
large corporations operate at first hand. 

The author has indeed documented 
the criticism of big business in a 
thorough and objective fashion. In fact, 
so thorough is his exposition that he 
appears to prove the case of the critics 
while merely asserting that of the de- 
fense. This is his intention, apparently, 
for he leaves to others the task “. . . of 
refuting all this criticism and picking it 
to tiny pieces. . . . Our objective here,” 
he states, “is to understand, not to re- 
but.” Because this feature of the book is 
calculated, it is hard to criticize it. Let 
it be said that Professor Glover does not 
fail to document his arguments, nor 
does he omit any telling criticism of big 
business. 

Notwithstanding, his prescriptions for 
action are inadequate. One can praise 
him for cautioning business against 
playing the “huckster” role in its own 
defense, for this offends where it aims 
to please. Yet not all businessmen accept 
the unrealistic stereotype of the corpo- 
ration, corporations do have noneco- 
nomic objectives which are widely 
proclaimed, many executives possess ex- 
traordinary skills even in some social 
spheres, and corporations have doubled 
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their contributions to philanthropic 
causes in the last four years alone, in 
order to educate the educators and to 
placate the public fears. Mr. Ivy Lee’s 
performance has been improved upon. 
If many of Glover’s recommendations 
have already been instituted, then, 
clearly, they are inadequate if the ma- 
jority of the American people still re- 
tain misgivings that big business shares 
their aspirations. 

One may question whether the critics 
were really “stymied” or if big business 
was fully “acquitted” on the charge of 
monopoly until the thirties. It is true 
that classical theory dominated theoret- 
ical economics, and that the courts used 
it as a crutch to justify their decisions 
long after it had lost its usefulness. 
Meanwhile, more practical men acted 
on other assumptions. Regulatory com- 
missions, legislation like the Transpor- 
tation Act of 1920, and the effort to 
“rationalize” industry in England were 
clear shifts of government policy from 
attempts to enforce competition to that 
of regulating monopoly. This happened 
long before Professor Chamberlin pro- 
duced the “oligopolist.” 

This leads to another criticism of the 
book. There is a failure to distinguish 
between that proportion of big’ busi- 
ness where high fixed costs produce na- 
tural monopolies clearly affected with a 
public interest and that proportion 
which can operate under essentially free 
enterprise and competitive principles. 
Because of this failure one cannot sym- 
pathize with the author’s yearning for 
“, . . a fully developed logic which 
reconciles and integrates the big corpo- 
ration with the very basic, traditional 
justification of laissez-faire capitalism.” 
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Such logic would have to be invented 
for it does not exist. 

One wonders too, if this book will be 
taken to heart by those who need it 
most. As with other groups, it is the 
irresponsible and predatory members 
who create public indignation. One 
doubts if their consciences will be af- 
fected by Glover’s prescriptions for 
action. 

Finally, it is the reviewer’s duty to 
point out that sections of this book, par- 
ticularly the introductory chapter and 
parts of the first half, are ungrammat- 
ical to the point of being difficult to 
read. At times the author has a pen- 
chant for using incomplete sentences 
which neither he nor the Harvard edi- 
tors should abide. 

Howarp E. SHUMAN 


Income Redistribution and Social Pol- 
icy. By Alan T. Peacock, ed. (Lon- 
don: Jonathan Cape, 1954, pp. 
296. $5.00) 

The seven separate essays in this book 
deal with the net effect of government 
taxes and expenditures upon the distri- 
bution of The first two 
“.. . discuss some of the applications 
of modern economic analysis to the 
processes and forms of income distri- 
bution. 


income. 


..’ The next four emphasize 
problems of measurement as applied to 
the redistribution of income via public 
finance in Denmark, France, Great 
Britain, and the United States, and the 
last essay discusses the impact of fiscal 
measures on the distribution of income 
in underdeveloped countries. 

For the nontechnical reader it may be 
helpful to state the problem. It is obvi- 
ous that the government takes money 
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away from people in unequal amounts 
through tax collections. It is also ap- 
parent that people benefit in unequal 
proportions from public expenditures. 
Is it possible to obtain some quantitative 
estimate of the extent of the transfer of 
income within and between income 
classes, and what are the economic con- 
sequences of these transfers if they 
occur? 

It is a commonly held belief that a 
redistribution of income from the rich 
to the poor does in fact occur as a re- 
sult of the progressivity of income tax 
rates. First, the authors ask if the 
statistical evidence supports this belief. 
Second, the authors examine on a 
theoretical level what happens to con- 
sumption and production as a result of 
redistribution — largely avoiding the 
utilitarian and humanitarian aspects of 
the problem. 

Economists have generally taken the 
position that if income is taken from 
the rich and given to the poor total con- 
sumption will increase. H. G. Johnson 
points out in the first essay a number 
of circumstances which tend to weaken 
the effectiveness of such redistribution: 
(1) Out of an extra dollar of income 
the poor may spend no more than the 
rich, (2) in a very emulative society 
any substantial leveling of incomes will 
leave little to emulate and hence the 
poor may choose to save rather than 
consume added income, and (3) differ- 
ences in product-mix (resulting from 
redistribution) may lead to very little 
if any more consumption. For example, 
the income which the rich spend for 
domestic servants, if given to the poor, 
might be spent on tobacco, a large part 
of which expenditure is represented by 


taxes, or perhaps the poor might spend 
their money on products of industries 
where undistributed profits are very 
high. Although these are interesting 
speculations, the essays which follow do 
not lead to quantitative answers to these 
problems. 

With respect to production and in- 
vestment, A. H. Conrad, referring to 
the United States, observes that 
“.. . there appears to be little evidence 
that redistributive finance does signifi- 
cantly affect the basic distribution by 
altering work incentives, beyond minor 
and apparently compensated effects on 
marginal workers in the lowest group” 
(p. 261). Somewhat later he observes, 
“The net effects [of redistribution] are 
an increase in investment due to higher 
and more stable consumption, a reduc- 
tion due to progressive taxes on incomes 
and retained profits and . . . the tend- 
ency of government revenue to with- 
draw more of the rewards for risk-tak- 
ing and to absorb significant proportions 
of the losses” (pp. 262-63). Unfortu- 
nately, however, these are not the prob- 
lems which are, statistic-wise, investi- 
gated in the essays. 

By far the largest part of the book is 
devoted to the statistical details of what 
present fiscal policy has done to the 
distribution of income. Here it should 
be clear to the reader that no one 
really knows, or can possibly know, 
what the distribution of income would 
be if there were no government. About 
all the authors can possibly do is to 
examine what public finance does to 
the distribution of income as it currently 
exists with governments as they exist. 
By looking at the taxes paid (directly 
and indirectly), however, and by esti- 
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mating the benefits received, one can 
get some idea of the net effect of fiscal 
policy upon broad income classes. It is 
not unfair to suggest that at best the 
errors in such estimates are apt to be 
substantial, although perhaps not so 
large as to invalidate the final conclu- 
sions. There is, however, one judgment 
involved in the estimates which should 
be kept in mind. Certain “indivisible” 
items, such as defense and justice, were 
not allowed to influence the results (es- 
sentially the benefits of defense were 
distributed according to income) . Need- 
less to say, a different allocation of these 
benefits might alter the conclusions 
substantially. 

Each of the statistical essays deals 
with a large number of specific taxes 
and expenditure programs. It is perhaps 
unfair to ask for general conclusions. No 
effort was made to reach such conclu- 
sions for Denmark. Rottier and Albert, 
in examining “Social Services in 
France” (in a section limited to con- 
sideration of wage and salary earners), 
were not able to obtain precise results 
but did not believe that redistribution 
between income classes was very large. 
Peacock and Browning, writing on the 
same subject for Great Britain, con- 
cluded that “‘there is a substantial redis- 
tribution of income” (p. 160), and 
Conrad, writing of the United States, 
thought the lowest income groups ex- 
perienced substantial gains (p. 259). 

These conclusions for Great Britain 
and the United States, at least, would 
lead one to disagree with the thesis of 
some who like David McCord Wright 
maintain that redistribution “does not 
build up the poor— it builds up the 
government.” As one looks at the sta- 


tistics in the book, however, there can 
be no doubt that there is a good deal 
of horizontal redistribution (redistribu- 
tion within classes) as well as vertical 
redistribution (redistribution between 
classes). The following quotation from 
Findley Weaver appears at least twice 
in the book (pp. 156, 277) and per- 
haps is interesting enough to reproduce 
here. 


.... The outstanding feature of the post- 
war growth in redistribution is not that of 
taking from the ‘classes’ and giving to the 
‘masses’. The main feature is that the 
benefits of redistribution cut across income ~ 
groups and are largely related to consump- 
tion. As a general proposition, the working 
class pays enough additional in beer, tobac- 
co, and purchase taxes, and other indirect 
levies to meet the increased cost of the 
food subsidies and health and education 
expenditures, while the increase in the 
direct taxes they pay covers the rise in 
their transfer money receipts. Those who 
do not smoke or drink, but who live in a 
government owned house, wear utility 
clothing, use utility furniture, and have a 
large family, enjoy the maximum of bene- 
fits and pay the minimum of taxes. This 
advantageous position is related more to 
their consumption habits than to their in- 
come. Those in contrary circumstances 
have the minimum of benefits and pay the 
maximum of taxes and this adverse posi- 
tion, except in the case of the wealthy, is 
likewise related more to the scale and 
character of their consumption than to 
income. 


While there is a good deal of truth in 
these observations, it is the conclusion 
of the authors that at least in Great 
Britain and the United States redistri- 
bution has done much more than is 
indicated by this passage. 

The essay on underdeveloped coun- 
tries is one of the more interesting (and 
least statistical) parts of the book. One 
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is struck with the recentness of welfare 
legislation in most of the countries men- 
tioned, with the meagerness of the serv- 
ices provided, and with the overwhelm- 
ing magnitude of the need. Ironically, 
it is pointed out that “. . . the services 
which are provided may benefit the 
middle and upper classes more than the 
labouring classes” (p. 281). In Lin’s 
opinion the urgent need for economic 
development in these areas should not 
preclude an orderly expansion of social 
services. 

Although the book abounds with sta- 
tistics, there is a paucity of facts or 
figures which could serve as a guide to 
social policy on matters of redistribution 
of income. In this respect the title of 
the book is perhaps a misnomer. At best 
the statistics presented show dimly what 
present policy is accomplishing. The 
studies do not, however, go very far in 
answering the many interesting and 
vital questions posed in the theoretical 
portions of the manuscript. 

Donatp W. PADEN 


The Political Element in the Develop- 
ment of Economic Theory. By Gun- 
nar Myrdal. Translated from the 
German by Paul Streeten. (Cam- 
bridge: Harvard University Press, 
1954, pp. v, 248. $5.00) 


This important work was published 
in Swedish in 1929 and was translated 
into German in 1932. It is from the 
latter translation that the present one 
was made. (It is fortunate that a few 
copies of the German edition were 
available, since the unsold ones went 
up in flames in a bombing raid on 
Leipzig during the last war.) The 


English edition is now the definitive 
one since both Swedish and German 
editions have long been out of print. It 
is most unfortunate that a book which 
can now be seen to contribute so much 
to the development of economic 
thought has been so long inaccessible 
to scholars. 

The reader of this book will be im- 
pressed with its similarity to Robbin’s 
Nature and Significance of Economic 
Science which appeared in 1935. Both 
works are critical of economic assump- 
tions and postulates and each resorts to 
the same well-known earlier writers to 
illustrate the views and principles that 
are subjected to criticism. As Robbins 
used the views of Cannan, Edgeworth, 
and others, Myrdal uses Cassel, Mar- 
shall, and Pigou of more recent date; 
no one, not even the earlier writers, 
escapes his challenge. Even the argu- 
ments used by the two authors are quite 
similar. However, Myrdal’s views are 
more extreme and his damage to ac- 
cepted doctrines is far greater. The 
Robbins approach puts the student on 
guard to check all his analytical tools 
lest some be useless. Myrdal’s attack is 
devastating and leaves the citadel of 
doctrine completely unarmed. It is, in 
the reviewer’s opinion, the strongest at- 
tack yet made on the basic positive 
postulates of economic doctrines that 
prevailed in the twenties and thirties 
before and during the world depression 
and before the Keynesian analysis ap- 
peared. 

The book is concerned with a critical 
evaluation of the history of economic 
ideas. Modern economic doctrines, 
Myrdal asserts, are modified reminis- 
cences of very old political thinking 
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conceived in days when a teleological 
meaning and normative purpose were 
more openly a part of the subject mat- 
ter of economics than they are today. 
Modern economics has, admittedly, ad- 
vanced over the years, yet despite newer 
refinements in the analysis, it is possible 
to logically analyze and trace the basic 
concepts back several generations. Eco- 
nomic speculation has, from the very 
beginning, centered around three main 
foci: the idea of Value; the idea of 
Freedom; and the idea of Social Econ- 
omy or collective housekeeping. These 
three concepts, either singly or in com- 
bination, have given economic doctrines 
their political content. They are closely 
related logically. 

Myrdal states that “the task of eco- 
nomic science is to observe and describe 
social reality and to analyze and ex- 
plain causal relations between economic 
facts. Our scientific goal is to achieve 
a knowledge of the world in which we 
live sufficiently adequate to enable us 
to forecast future events and thus to 
take precautions and fulfil our wishes 
rationally.” He disclaims any need for 
ascertaining what our wishes ought to 
be. In the development of economic 
analysis, many divergent views have 
arisen not only in methodology but in 
what is the best possible future state of 
society and the proper policies for se- 
curing it. The views are bound to be 
subjectively colored and therefore lead 
to distorted beliefs regarding both pres- 
ent and future social conditions. 

Economists have long recognized the 
limitations of political economy as a 
science, yet explicitly or implicitly they 
have taken firm views on both positive 
and negative political actions which 
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they thought “desirable” or 
“right” for “social welfare” or the 
“common good.” Even when the claim 
is not explicitly stated, the conclusions 
definitely imply that economic analysis 
is capable of yielding laws in the sense 


were 


of norms and not merely laws in the 
sense of demonstrable recurrences and 
regularities of actual and _ possible 
events. Thus such a commonplace as- 
sumption as “free competition” be- 
comes a condition believed to be nec- 
essary and even proof that with it total 
income would be maximized and the 
greatest amount of “social satisfaction” 
obtained. It ceases to be an abstract 
assumption and becomes a_ political 
desideratum. In a similar way such 
familiar terms as “general welfare,” 
“common good,’ “world economy,” 
“optimum population,” “right,” “just,” 
“equitable,” and others become sub- 
jective aims devoid of scientific mean- 
ing. 

Myrdal draws heavily from the whole 
of economic thought to defend his 
thesis. It was Adam Smith and the 
physiocrats who first visualized eco- 
nomic theory as a logically consistent 
system of causal relations and who at- 
tributed to it the prime object of ana- 
lyzing the “natural state.” Each defined 
a society which they held ought to exist. 
Ricardo, however, had a different pur- 
pose, which was to determine the laws 
which regulate the distribution of in- 
come, yet he too depended on the phi- 
losophy of natural law. None of the 
early group of writers could (or at least 
none did) separate the science of eco- 
nomics from politics, and all, or nearly 
all, of them tried to show that political 
economy is to the state what domestic 
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economy is to the family. It is with 
these premises of early economic reason- 
ing that Myrdal’s pointed criticisms 
begin. He attacks the economico-polit- 
ical doctrines in the inherited body of 
economic thought on their very own 
premises. The general thesis is that 
economics, if it is to be scientific, should 
refrain from attempting to establish po- 
litical norms, and that the full signifi- 
cance of this postulate is not generally 
grasped by writers on economic subjects 
and as a result, the political doctrines 
are still with us. 

Political doctrines, which pervade the 
theory of political economy, grew out of 
the philosophy of natural law and were 
developed under the powerful influence 
of utilitarian social philosophy. These 
doctrines have exerted influences far 
greater than generally believed. Utili- 
tarianism was the English offshoot of 
the philosophy of natural law whereas 
the Continental writers chose premises 
which they believed to be derived di- 
rectly from reason. The English, how- 
ever, gave a particular slant to the 
natural law concept, which narrowed it 
to make the “interest of the commu- 
nity” the supreme norm. It became a 
psychological concept having a moral 
and also an ethical connotation. J. S. 
Mill, following Bentham, used this line 
of argument. However, it was Bentham 
who recognized that a conflict existed 
between the natural law concept, with 
its metaphysical overtones, and utilitari- 
anism. He did not develop the utilitar- 
ian doctrines proper but rather effected 
the break between natural law and utili- 
tarianism as systems. He accepted the 
hedonistic view that “nature has placed 
mankind under the governance of two 


sovereign masters, pain and pleasure. It 
is for them alone to point out what we 
ought to do, as well as to determine 
what we shall do.” It is true that utili- 
tarian philosophy was a powerful force 
in English political and economic 
thought, but it did not completely dom- 
inate English moral philosophy. Many 
writers after Smith followed the empiri- 
cal bent and blended utilitarianism with 
a priori arguments. Over the years 
changes in terminology and in emphasis 
appeared especially for the treatment of 
special problems, but throughout there 
has been an emphasis on the subjective 
element which made man into a calcu- 
lating mechanism who maximized pleas- 
ures whenever possible. Likewise there 
grew the notion that pleasures were 
measurable and that social harmony 
followed when the pleasures were 
maximized. 

Classical and neoclassical value the- 
ories are criticized for their unreal as- 
sumptions. The classicists were moti- 
vated to explain value in terms of labor 
cost, which in turn had its origin in a 
natural law doctrine that labor is the 
legal ground for property. Neoclassical 
theory, in protest against classical theory 
(which explained value in terms of 
cost), overemphasized utility, the pleas- 
ure-pain calculus. Myrdal points out 
that modern psychologists are agreed 
that introspective rationalism, to which 
hedonism gave a learned appearance, 
is completely indefensible. Subjective 
value theory cannot be reduced to quan- 
titative terms and economic phenomena 
cannot be explained psychologically. 

Social economy or “social housekeep- 
ing,” which carries the connotation of 
private housekeeping, also deals with 
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how to satisfy unlimited wants with 
scarce means. A purposive conduct is 
implied in the management of an indi- 
vidual household. Social housekeeping 
also implies a purpose and therefore 
becomes political. Value judgments are 
bound to enter into final decisions and 
scientific objectivity is lost. Economists 
have in the past always introduced 
value judgments implicitly if not ex- 
plicitly. Because of this fact, they have 
arrived at conclusions which are not 
supported by their premises, and have, 
therefore, shown political bias. It is 
Myrdal’s desire to expose this bias in 
economics. He pleads for scientific eco- 
which he _ contends 
should explain but not prescribe, if it is 
to be scientific. 

He is able to illustrate his position in 
a telling fashion in a chapter dealing 
with the theory of public finance in 
which the purposive conduct is pro- 
nounced. He maintains that in the 
theory of public finance an attempt is 
made to assert unity where diversity 
prevails by postulating an ideal set of 
values. These postulates are explicit in 
the principles of public finance but im- 
plicit in the motivation for fiscal pro- 
posals. Scientific principles have not 
been applied to explain public finance 
in totality: scientific accuracy demands 
that public finance be considered as a 
whole and as an integral part of price 
formation, not as a series of special 
cases or special problems. He regards 
taxation as a very dangerous instrument 
of social reform. 

Myrdal consigns to oblivion the old 
concepts of utility and social welfare 
and the later concept of real national 
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income. He does not grant that maxi- 
mization of real income is a proper €co- 
nomic norm or objective. One must 
admit that the concept of real income 
is troublesome but most economists 
would not support his extreme view. 
The efforts of many writers to find a 
new basis for “welfare economics” point 
out the usefulness of one concept of real 
income not only for unifying purposes 
but as a basically desirable objective. 
(Streeten’s appendix summarizes the at- 
tempts to find a new basis for “welfare 
economics.” ) 


A review of this book poses the prob- — 


lem of evaluating it in the light of what 
it was intended to do twenty-five years 
ago versus present economic thinking in 
general and Myrdal’s present views in 
particular. (In the preface the author 
states that no attempt has been made 
to bring his thinking of twenty-five 
years ago into conformity with his pres- 
ent position.) There are some who 
would agree with Myrdal’s position on 
value judgments, that they do not come 
from scientific economic analysis resting 
on empirical data. Yet they are made 
nonetheless and will probably continue 
to be made. It appears that his appeal 
is for a larger discipline (a sociology in 
the Comtian sense) which will allow 
for politico-economic decisions in a 
broader sense than is permitted in ac- 
cepted political economy. His views are 
challenging and rest on a wide knowl- 
edge of economics and philosophy. It is 
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regrettable that the work has been vir- 


tually lost to scholars for twenty-five 
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